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ABSTRACT 



This instructional guide was designed to assist 
educators in teaching the topics, of consumer credit and consumer 
credit protection to secondary^ and pQstsecoadary students in various 
economics and business courses, as well as for use in. adult and 
community education courses. The guide contains four sections, which 
can be used singly or in combination. Thereover: (1) an overview of 
consumer credit; (2) the Equal Credit Opportunity Act; (3) the Fair 
Credit Reporting Act; and ($) the Fair Dpbt Collection Practices Act. 

^ Through the study of these laws and topics, students learn about 
types of consumer credit, the pros and cons of credit use, 
creditworthiness, credit reporting, consumer delinquency, credit 
'shopping, and billing errors. Each of the sections contains five or 
six individual topics focusing on specific concepts or skills. These 

0 Units are sequentially organized with' the earlier topics presenting 
" basic concepts and skills that provide the necessary background for 
the subsequent topics. In addition to directions, each section 
contains an introduction t key concepts and definitions of tdrms , an 
answer key, and information sheets which may serve as masters for 
overhead transparencies or instructional materials for s.tudentS. A 
♦pretest is>also included with each section to help instructors assess 
student knowledge and select appropriate sectio'ns and topics/ The 
guide notes that two additional sections, truth in lending and* the 
Fair Credit Billing Act, will be available at a later date. (AYC) 
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Forward 



We at the Federal Reserve Bank of Minneapolis 
brieve it is important for consumers to know 
how*to establish and use credit responsibly— it is 
important for them as individuals and it is im- 
portant for the economy at large. Consumers 
should also be aware of protection provided to - 
them by the consumer credit protection laws 
enacted by Congress 'since 1968. We are pleased 
to introduce Your Credit Rights. This publication is 
designed to provide a structure, for teaching the 
topics of consumer credit and consumer prelec- 
tion. 

' ■ \ • • - 

The unit has been developed in conjunction with 
educatqrs as well as representatives of the credit 
industry. We hope teachers, future credit users, 
and consumers who now u^e credit will find 
Your Cfcdit Rights to be an effective educational 
ool 




E Gerald Cocrigan, President 
Federal ReserveBank 
of Minneapolis 4 
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Units Pufoose 

Your Credit Rights was developed by the Federal Reserve Bank of 
Minneapolis to assist educators, in teaching the topics of con- , 
sumer credit and consumer credit protection. It is designed for 
use with secondary and post-secondary students in economics, 
consumer economics, business education, home economics, or 
law-related courses, as wHas in adult and community educa- 
tion programs on consumer credit * * 

The purpose of the unit is threefold: 

1 To increase student awareness of the role played by indi- 
viduals, creditors, credit bureaus, and debt collectors in the 
credit process 

2. To increase student understanding of the legal rights and 
responsibilities of consumers, creditors, and other representa- 
tives of the credit industry. * 

3. To help consumers develop skills in establishing and using 
consumer credit and solving credit-related problems. 

Content and Organization 

Your Credit Rights contains six separate sections which can be 
S used singly or in conjunction with the other sections in the unit 
Sections included are: 

Section 1 — An Overview of Consumer Credit 

Section 2— The Equal Credit Opportunity Act 
^ Section 3 — The Fair Credit Reporting Act 

Section 4— The Fair Debt Collection Practices Act 
*Sectton 5 — Truth in Lending 
'Section 6— The Fair CrSHit Billing Act 

The unit is designed so instructors can teach ofte or more 
" sections, depending on the time available and the needs of their 
students Section 1 provides an overview of consumer credit * 
and explores the individual's use of creditj Although it provides 
a good foundation for studying the individual credit protection 
laws, all sections are»seIf-contained,and do not depend on the 
use of specific activities from a previous section to meet their 
instructional objectives A pretest provided for each section of 
Your Credit Rights may be used to assess student knowledge and 
help an instructor select appropriate sections and topics to teach. 

Each section of Your Credit Rights contains individual Jopics 
focusing on specific concepts or skills. Several learning activities 

•Available at a Ijrter date 



and a variety, of teaching strategies are used to meet the topic's 
instructional objective. Instructors may select topics and activities 
within a section that are most appropriate for use with their 
students and their individual teaching styles. 

Sections are* developed sequentially. Earlier topics present basic 
iiiforrnation, concepts, and skills that provide students with the 
necessary background to Study the topics and concepts that 
follow. For example, in Section 1, students first lea/n about the 
types of consumer credit and reasons why people use credit 
Later they study the pros and cons of credit use and the factors 
to consider when deciding how to make a purchase. Similarly, 
in Sections 2-6, students learn about creditworthiness, credit 
reporting, consumer delinquency, credit shopping, and billing 
errors as a basis for studying the specific consumer credit 
protection laws 

Usmg Your Oean R-gnis * r 

Each topic is designed to be taught during a class penod of 40- 
55 minutes. If individual, class periods are shorter, an instructor 
may wish to limit the number of activities used to teach a topic 
or use more than one class penod. Additional *dass time also 
may be needed to develop, conduct, or follow up on role play 
and simulation activities. Five or six topics are covered in each 
section. Therefore, a section may be taught during a pne- or 
two-week period, depending on the use of role play and 
simulation activities, the amount of class time available, the level 
and background of students, the number of topics and activities 
used, and the use of additional materials. 

Pnor to teaching a topic, an instructor should carefully review 
the learning objective fo/the topic, the list of materials needed, 
and topic directions printed on the instru.ctional folder for each 
sectioa In addition, transparencies, readings, student exercises, 
case studies, flow charts, etc., contain information that an instruc- 
tor may wish to review before using these materials in class 
Although topic directions and student materials are designed to 
provide the instructor with all th£ "information needed to teach a 
topic, role play and simulation activities may require some 
additional preparation such as a test run. 

All materials needed to teach Your CrediUhght^arejnduded in 
the instructional package. Instructor may find the Introduction to 
Your Credit Rights helpful in explaining to students the legislative 
and enforcement aspects of consumer credit protection. Besides 
topic directions, each instructional folder contains an introduction 
to the section, key concepts and definitions of key terms used in 
the section, and an answer key. The individual sheets following 
each section folder are "masters" which an instructor may use to 
make overhead transparencies and classroom sets of student 
materials needed to teach each topic. 

Ail materials are three-hole punched so that an instructor may 
place Your Credit Rights in a three-ring binder and remove 
individual folders or sheets for lesson preparation and class- 
room use. This will' also facilitate the adding of future, sections 
and the updating of materials by the Federal Reserve Bank of 
Minneapolis when consumer credit laws and regulations change. 
If you wish to have your name placed on a mailing list to 
receive updates to Your Credit Rtgftis, as well as additional 
sections when they are available, please return the enclosed post 
card. If your mailing address changes, please notify us by 
writing the Federal Reserve Bank of Minneapolis, Office of 
Public Information, 250 Marquette Avenue, Minneapolis, MN 
55480, or call us at (612) 340-2443. 
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Introduction 



The era of consumer credit protection began with two ver> 
simple ideas — that the consumer should know more about the 
costs of credit and that all consumers should be treated fairly. 
These two ideas have led td^iundreds of pages of laws, 
regulations, and interpretations 

. Your Credit Rights: An Instructional Unit on Consumer Credit Protec- 
tion attempts to take this complex area of law and economics 
and provide information which all users of credit need to make 
informed credit decisions, Excerpts from testimony before House 
and Senate hearings, case studies, and role play and simulation 
activities are usfd to stimulate interest in the topic of consumer 
credit protection and the specific credit laws Also, they provide 
students &n opportunity to apply knowledge and skills they 
have learned about obtaining and using credit and solving 
credit-related problems. Readings, graphic illustrations, over- 
heads, flow charts, student exercises, and other approaches have 
also been used to vary the format. 

Your Credit Rights deals only with consumer credit, not business 
or agricultural credit. Consumer creditis generally defined as 
^edit used* for personal and household needs. This includes 
financing a car, furniture, or appliances and open-end financing, 
such as a credit line in conjunction with a transaction account, a 
bank credit card, or a department store credit account Although 
the use of credit to finance a real estate transaction is also 
considered consumer credit, these materials do not cover mort- 
gage credit 

The passage of individual consumer credit protection legislation 
* is only the first step in developing practical "rules" for consume 
ers, creditors, and other representatives of the credit radustrylo 
follow. The overall regulation process involves five essential/^ 
steps which are descnbed below. 

Legislation 

The ideas for legislation come from many sjprces— magazines, 
newspapers, letters from constituents, etc. jfiyxamplejthe Fair 
Credit Reporting Act began as a single lettXfrom a constituent 
to Senator William Prox mire.* Wherever trte^niHal idea comes 
from, a senator or representative introduces legislation, and 
extensive heanngs are held on the proposed bill. If a bill is 
passed by the Congressional subcommittees and committees, it 
is voted on by the House and Senate. If passed, it goes to the 
President for his signature or veto. 

Regulation 

O A federal agency, most often the Federal Reserve System, is 

ERIC 
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designated to issue a "regulation" to provide specific rules to 
implement the provisions of the law. The agency proposes a 
regulation and consumers, creditors and others iq the credit 
industry, and legislators have ag opportunity to comment on 
whether the regulation is fair and meets the purposes for which 
it is intended. Often, the regulation wall go through several ' 
drafts before it is final. Regulations are 1 often amended after they 
are adopted. 

* 

lnterpretati#f] 

Inevitably, the regulation does not answer every queshcJri A 
creditor or a consumer will wnte,the Federal Reserve System, 
for example*, and ask how the Regulation applies to a particular 
situation, The Board of Governors of the Federal Reserve 
System or then* staff may then issue an interpretation. This 
interpretation will help resolve the situation in question, and it is 
often used to resblve future sirrjilar situations. 

-Enforcement 

Examiners from the Federal Reserve System and other agencies 
regularly examine banks, credit unions, savings and loan asso- 
ciations, etc.^o see that they comply with the consumer credit 
protection laws. These examinations often serve to educate 
creditors and to identify problem areas in the regulations. If 
repeated violations are found, the agency may take enforcement 
action against a particular creditor. Also, all agencies given 
authority to enforce these laws investigate consumer complaints. 

Litigation 

The courts inevitably decide how a particular law will be 
interpreted. For example, a consumer may sue a creditor for 
violation of the law. The court will decide whether or not the 
creditor is at fault. And, if a violation is found, the court will 
decide which remedies are appropriate. Or, a creditor may sue 
the Enforcement agency, arguing that its actions go beyond its 
authonty. Again, the courts will determine whether the enforce- 
ment agency has acted within^ts junsdiction 

While it is helpful to break the regulation prfccess down into 
these five areas, it is important to remember that there is often 
activity in all these areas simultaneously For example, w r hile 
Congress was amending Truth in Lending to simplify it, the 
Federal Reserve System was proposing its own changes in the 
regulation. And interpretation, enforcement, and litigation con- 
tinued unaffected by the work in Congress. Therefore, consumer 
credit is a difficult area to teach, not only because of its 
complexity, but because it is ever-changing. 



VII 



The following chart lists consumer credit protection legislation 
in the order it was enacted. It is intended for your reference 
throughout the unit. 



Effective 

Passed Amended Date ' Purpose 



Truth in Lending 1968 1976 



Fair Credit 1969 None 

Reporting Act 



Equa : Oeatt 1974 
OpPCft un.!y Act* 



1976 



/ 



Fair Credit 
Billing Act 



1974 Non* 



Faff Debt 
Collection 
Practices Act' 



1977 None 



Truth in pending 1980 None 

Simplification - 

Act 

\ 



1969 To give the consum- 
er information on* 
credit costs before 

f he/she enters into a 
credit transaction 
and to encourage 
credit shopping 

1970 To a How the con- ' 
sumer to learn of 
^and challenge infor- 
mation about him- 
self/herself con- 
tained in credit re- 
ports. 

1975 To prohibit credit 

denial based on sex, 
manta! status, age, 
race, religion, nation- 
al ongin, receipt of 
public<assistance, or 
good faith exercise 

* of consumer credit 
protection nghts 

1975 To allow the con- 

• sumer to effectively 
resolve, billing dis- 
putes with credit 
card companies and 
other open-end, 
creditors 

1978 To protect the con- 
sumer from abusive 
debt collection prac- 
tices and allow the 
consumer to obtain 
venfication of a debt 

1 982 To simplify Truth in 
Lending forms a>uj 
procedures to make^ 
them more usable 
by the consumer 



*An earlier act, the Fair Housing Act of 1968, prohibits discrimination by race, 
color, religion, sex, or national origin m lending for purchase or improvement 
of a home 



ER?C 



Vlil 
/ 



Federal Reserve Bank of Minneapolis 




\ 



t 



Consumer Credit Information- 
from the Federal Reserve System 



The following materials are designed for use with secondary 
and post-secondary students as well as adults and community 
groups. Except where noted, materials are available free of 
charge from the publishing Federal Reserve fjank or the Board 
of Governors of the Federal Reserve System. Addresses are 
provided at the end of the listing. 



Publications , 

The ABC's of Figuring Interest 

Discusses how.the various ways of calculating interest affect the 
dollar'amount paid Federal Reserve Bank of Chicago, 1979, 
10 pp. 

Alice in Dfebitland 

Explains consumer protection under the Electronic Fund Trans- 
fer Act, including the use of debit cards. Board of Governors of 
the Federal Reserve System, 1980, 16 pp. 

The Arithmetic of Interest Rates 

Applies the concepts of simple and compound interest to 
practical problems of determining the yield on government 
securities and the cost of consumer credit. Federal Reserve Bank 
of New York, 1981, 36 pp 

Fedpoints 17— Consumer Credit Regulators 
Reviews the responsibilities of the 12 federal organizations 
charged with administering consumer regulations. Federal Re- 
serve Bank of New York, 1981, 4 pp. 

Consumer Credit Terminology Handbook 
Defines consumer credit terms to assist consumers in everyday 
credit transactions. Alstrav^ilable in Spanish Federal Reserve 
Bank of New York, 1980, 20 pp. 

Consumer Education Catalog . * 

Lists consumer education materials publislied^by the System 

Federal Reserve Bank of Boston, 1980, 24 pp. 

Consumer Handbook to Credit Protection Laws 
Explains how consumer credit laws' can help in shopping for"" 
credit, applying for credit, and establishing a good credit record. 
Board of Governors of the Federal Reserve System, 1981, 56 pp. 

Credit Guide *x 
Provides information to help consumers get a good start, avoid % 
hazards, and know what to do and where to go if they have 
problems using credit. Federal Reserve Bank of Chicago, avail- 
able June 1982. 
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Credit Points 

Discusses the major credit, laws such as Trujh in Lending and 
describes consumers' rights and protections. Federal Reserve 
Bank of Boston, rev. 1980, 24 pp. * ' 

Give Yourself Credit 

Guides the consumer through vanous credit protection laws. 
Federal Reserve Bank of San Francisco, 1981, 40 pp 

The Story of Consumer Credit 

Explains c^adit rights and responsibilities and introduces con- 
sumer credit regulations in a cartoon format. Also available in 
Spanish. Federal Reserve Bank of Jslew York, 1980, 24 pp 
(Charges for some bulk orders) 

p amphlets 

Board of Governors of the Federal Reserve System. 

The Equal Credit Opportunity Act and Age, 1977 
Vie Equal Credit Opportunity Act and Credit Rights m Housing, 1980, 
77k Equal Credit Opportunity Ad and Incidental Creditors, 1977 
Jlie Equal Credit Opportunity Act and Women, 1977 t 
Fair Credit Billing, 1976 / 
Hmv to File a Consumer Credit Complaint, 1978 
// You Borrow to Buy Stock, 1972 
// You Use a Credit Card, 1978 
What Trftth'm Leasing Means to You, 1978 
What Truth in Lending Means to You, 1981 

Federal Reserve Bank of Cleveland: 
The Flip Side of Credit, 1 981 

Federal Resjerve Bank of New York: 

Credit-Ability, 1980 
On Using Credit, 1980 
-Your Credit Rating, 1979 

Federal Reserve Bank of Philadelphia: * 

Electronic Fund Transfer (Regulation E), l%0 

Vie Fair Debt Collection Practices Act, 1 978 

Hoiv the Neiv Equal Credit Opportunity Act Affects You, 1977 

Haw to Establish and Use Credit, 1976 

Options for Savers, 1980 . ' 

The Rule 0(78X1978 , 

Your Credit Rating, 1979 ^ ♦ 

Instructional Materials 
Credit-Scope 

Outlines basic credit concepts in learning kit consisting of a 



poster, 12 lesson plans, and a teacher's ojmajlunC guide Fed- 
eral Reserve Bank of New York, 198.0 (Secondary instructors) 

Equ^l Credit Opportunity and You 
Discusses criteria used in determining creditworthiness In- 
Cludes^filmstnp, activity sheets* teacher's outline, and guide to 
deliver narrative. Fecieral Reserve Bank of New York, 1980 
($4.00 per set) 

Getting Credit 

Reviews the procedures for establishing credit. Contains film- 
stnp, narrative, learning assignments, class discussion, and vo- 
cabulary Federal Reserve Bank of New York, 1981 ($4.00 per 
set) 



(Available from all 12 regional Federal Reserve Banks and 
Publication Services, Division of Administrative Services, Boar,d 
of Governors of the Federal Reserve Svstem, Washington, DC 
20551.) m t 

To Your Credit v , * 

Describes consumer credit regulations including the Equal Credit 
Opportunity Act, the Fair Credit ReporJting Act, Truth in Lend- 
ing, and the Fair Credit Billing Act Explains the importance of 
creating a good credit record Federal Reserve Bank of Philadel- 
phia, 1978, 16mm color film, 15 minutes 

EFT' At Your Service 

Introduces the concept of electronic fund transfer and explains 
the various EFT options available to consumers Identifies con- 
sumer protection and responsibilities under the Electronic Fund 
Transfer Act. Includes a teacher's guide and activity masters 
Federal Reserve Bank of Philadelphia, 1980, 16mm color film, 
14 minutes 



Avldresses'of trie Board 
arni Federai Reserve Ba r iK$ 



Publications Services 
Division of Administrative Services 
Board of Governors of the Federal Reserve S\stem 
Washington, DC 2055 1 

Bank and Putthc Services Department 
Federal Reserve Bank of Boston 
'Boston, MA 02106 

Public Information Department 
Federal Reserve Bank of New York 
33 Liberty Street 
Mew York, MY 10045 

Public Information Department 
Federal Reserve Bank of Philadelphia 
PO Box 66 * 

Philadelphia, PA 19105 " m • 

Public Information Center 
Federal Reserve Bank of Cleveland 
PO Box 6387 % 

Cleveland, OH ,44101 > * * 

Bank and Public Relations Department 
Federal Reserve Bank of Richmond 
PO Box 27622 

Richmond, VA 23261 - ' V 

Information Center 

Research Department, Publications Unit 
Federal Reserve Bank of Atlanta 
PO Box 1731, 104 Marietta Street N W 
Atlanta, GA 30303 

Public Information Department ^ 
Federal Reserve Bank of Chicago 
230 South LaSalle Street 

Chicago, IL 60690 * & & 

Bank Relations and Public Information / 
Department 

Federal Reserve Bank of St^ Louis 
P O Box 442, 4 1 1 Locust Street * 
St Louis, MO 63166 

Office of Public Information 
Federal Reserve Bank of Minneapolis 
250 Marquette Avenue 
Minneapolis, MN 55480* 

Public Information Department 
Federal Reserve Bank of Kansas City 
925 Graod Avenue 
Kansas City, MO 64198 

Department of Communications, Financial and Community Affairs 
Federal Reserve Bank of Dallas 
40Q South Akard Street 
Dallas, D< 75222 

Public Information Department ^ 

Federal Reserve Bank of San Francisco 

PO Box 7702 * 

San Francisco, C A 94120 



11 



Federal Reserve Bank of Minneapolis 



SECTION 1 




An Overview of Consumer- Credit 



Introduction 



Credit has become a very important part of 
modem-day iifeT Instead of waiting until they 
save cash, consumers may use credit to obtain 
desired good^and services now and pay later 
using future income. Section 1 will help stu- 
* dents identify the benefits well as the risks of 
using credit. Students will also learn hcny to use 
credit safely and recognize the signs of financial 
trouble? The overview will also provide stu- 
dents with a background for studying^the 
consumer credit laws that protect consumers as 
they apply for and use credit. 



Key Concepts 

. 1. The availability pf consum- 
er credit allows" individuals 
and families to buy needed 
or desired goods and serv- 
ices now using future in- 
' come. 

* 

2. The granting of credit de- 
pends in part on a tender's 
confidence that a borrower 
will be able and willing to 
pay later for goods/services, 
or money received now. 

3. Consumers should plan and 
control their purchases of 
goods and services using 
credit as carefully as their 
purchases using cash to avoid 
using more credit than they 
can r/jpay. 



4. Establishing and maintain- 
ing a record of using credit 
responsibly helps a consu m- 
cr obtain both future credit 
and certain goods or services 
not available using cash, such 
as hotel accommodations 
and rental cars « 

5. Comparing the costs and 
benefits of (1) using credit, 

(2) using available cash, or 

(3) saving until cash is avail- 
able can help a consumer 
decide how and when to 
make a purchase. 



— O 
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Topic 1— What Isl 



Objective: Student can identify situations where consumers 
u se credit Student can define "credit" and give 
examples of public" utility, incidental, closed-end, 
and open-end credit 

Materials Needed**' 

Reading 1— "What Is Consumer Credit?" 

Credit Use Survey 

Student Exercise 1 

Directions: n/ 

1 Write the word ''credit" on the chalkboard or poster paper 

Ask students to write down a phrase of two or more words 

including the word "credit" Collect responses andtally the 

number of times each response is given What do students 

associate most with the word "credit"? [Credit card, line 

of credit, good credit risk, open-end credit, credit rating, 

credit bureau, etc 1 

" ^* ^ 

2 Students will probably be familiar Vith credit cards, or open- 
end credit They also may be aware of closed -end credit 
such as mortgage loans and automobile loans Assign Read- 
ing 1, which defines four different types of consumer credit, 
includmg the less formal incidental and public utility credit 
that most consumers use ^ « 

3 Assign Student Exeruse 1 to test student understanding of 
the definitions of the four types of consumer credit [See 
"Answer Key "| 

4 Distribute the Credit Use Survey and go over the directions 
with students You may want to assign the survey as home-- 
work so students can discuss credit use with their families 
Tell students that £Aimn IV is optional Instead of record- 
ing actual monthly credit pay ments, students may ltfeve 
Column IV blank or record typical or estimated monthly 
credit payments 



Topic 2— Why Do You Use Credit 9 

r 

Objective: In a simulation, students will decide whether or 
not to use credit to make certain purchases 
Student can identify situations when credit use 
is justified 

it 



Materials Needed: ' v * 
Simulation— "Woulci You Use Credit 7 " 
Piscussion Guide for "Would You Use Credit 7 " 
Credit Use Survey (Topic 1) 

< 

Directions: 

1 Divide class into small groups of four to six students each 
Give each group the simulation and ask students to read the 
simulation directions Because people's attitudes about using 
credit and how people use credit vary, there are no right or 
wrong answers Students in each group should read situa- 
tions I- 10 and discuss reasons to use credit and reasons not 
to use credit The group then must decide what to do in 
each Situation and select a spokesperson to explain the 

. group's decisions to the class • 

2 Call on group spokespersons to explain their decisions Using 
the Discussion Guide, discuss the advantages or disadvan- 
tages of credit use in each situation Emphasize to student's 
that often there is a trade-oft between the benefits of us- * 
ing not using credit and the costs of using not ysm^ credit 

3 Ask students to refer to their Credit Use Surveys (Topic 1) 

- and give specific reasons why credit was obtained from each 
ot the credit purees thev have listed (com entente, shortage 
' of La^h, a means ot purchasing v ery expensiv v items, a means 
of obtaining needed items, etc ) Individually, students mav 
want to a->k themselves whether Lredit use is justified in each 
instance 

• / 



Topic 3— How Much Credit 
Is Safe to Use 9 

s 

Objective" Student, can defintjf^d identify' signs of over-, 
extension— using too much credit Student can 
iWe guidelines recommended bv lenders to de- 
termine how much credit 4S safe to use at dif- 
ferent income and spending levels A 

Materials Needed'" 

Student Exercised 

Transparency 1— "Are You Using Too Much Credit?" 
Reading 2 — "Credit Guidelines" 

Directions: ' * 

1 Ask students to identify tfte risks of using credit [Consumers 
who use credit to make purchases risk using too much credit A 
consumer who underestimates monthlv expenses or incurs 
unexpected expenses mav not have enough money to repay 
credit or make payments as agreed This is called being "overex- 
tended "'A consumer may also experience a reduction or loss of 
income In either case, the consumer would have to reduce . 
spending in order to make debt payments or he she j/vould not 
be able to repay as agreed ) 

2 Assign Student Exercise 2 When students rwv e completed the 
exeruse, ask individual students Co identih and explain why 
they underlined certain statement^i|fcee "Answer Key ") Show 
st u dent s Vran spa rency 1 and discuiwhe signs of overextension 
exhibited by GrabbyGerty and High-Living Hank 



Vocabulary 



* Closed-end Credit 
Consumer Credit 
Convenience Credit 

Credit 

Creditor * 
Credit Record 



Discretionary 
Income 



* Finance Charge 



One-time credit for a specific amount, 
usually lor a large purchase and re- 
paid in installments. 

Credit used by individuals and fami- 
lies for personal, family, or household 
purposes. 

Credit t*hich is repaid by the con- 
sumer within 30 days or another 
specified period of time and on 
which there is no finance charge. 

The promise to pay in the future in 
order to buy or borrow in the present. 

A person or business that regularly 
extends credit on which a Gharge 
may be imposed. 

A history of credit use; also called a 
"credit history." 

The portion of income that is left af- 
ter a consumer has paid for essential , 
items. 

» 

The^ptal of all charges imposed by a 
creditor for the use of credit. 



Incidental Credit" 



Inflation 



Interest 



Open-end Credit 



Overextension 



Public Utility 
Credit 

Purchasing Power 



An informal arrangement in which 
businesses apd professionals provide"^ 
credit for which there is ncvcharge^ 
and no specific repayment plan. 

, A general rise' in trfe prices of goods 
and services. 4 

A standard periodic charge for the 
4 use of credit which is one component 
of the finance charge. 

£ line of credit that may be used re- 
pealtjdly up to a t certain dollar 
amount and on which a charge may 

be imposed, 

e 

Using more credit than is safe, givgn 
a consumer's income, expenses, and 
'current debts, 

An informal credit arrangement with 
utility companies in which customers 
pay for services received in the past 
and involving no credit charges. 

The amount of goods and services 
thai can be purchased with a speci- 
fied amount of money. - 



3 As a class, read Reading 2 Rev lew with students the examples 
showing how consumers can estimate how much tu spend on 
credit payments Studentsmav want to estimate how muchthev 
can safely spend on monthly credit payments based on their 
own incomesanci expenses Or have studentspractice using the 
lenders' guidelines to estimate how much is safe to spend' on 
credit payments at higher and lower discretionary incomes 



Topic 4— Why is Credit Important? 

Objective Student will identify the time during a person's 
life when spending needs generally exceed 
.income Student will know how to establish 
credit and some possible outcomes of not having 
a credit record" 

Materials Needed: 

Transparency 2— "Life-Cycle Spending and Earnings Patterns" 
Case Study 1 v 
Transparency 3— "How to Establish a Credit Record 

Directions: 

1 Show students Transparency 2 and discuss the bfe-Cvcie 
Spend in'g and Earnings Pattern graph using the following 

" questions. * 

a /Wording to the Life-Cycle Spending and Earnings 
Pattern graph, what age group usually has spending 
needs which exceed inLome? [Spending needs generallv 
exceed income until about age 35 ) 

b What are some of the potential spending needs for 
which people between the ages of 18 and 35 might use 
credit* [Automobiles, college tuition, houses, furniture, 
appliances, vacations, meciical expenses ] 

c Dispeople whose incomes art; higher than their spending 
needs use credit 7 [As mentioned previously in_this 
section, credit c,an be used for reasons othef than a 
shortage of cash The activities of Topic 5 describe whv a 
consumer without a spend ing-earnings gap tnav use 
credit instead of cash | 

2 Compare speriding needs as a percentage of income for 
specific age groups using,the "empirical evidence"* for the 
Life-Cycle Spending and Earnings Pattern graph- 
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(Note These data represent the most recent aggregate 
spending information available Although actual spending 
and income levels have* risen over time, the general relation- 
ship between spending and earnings during the life cycle is 
still valid ) 

3 Emphasize to students that consumers eventually must 
repay credit used for spending needs listed in question b ' 
above In the long run, spending cannot exceed income- 
consumers ultimately must pav lor all of their purchases 

* L S Diparinu-nt of Libof \<w>au <>/ i ,ih>t station - Ktfunt I » > J C unsunuT 
I xprndilurr Sur\i»\ Series lntt*r\iofe Survrt, l ( >72-"'\ Libit' \ pp 64 70 
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4 Assign Case Study 1. Discuss students' responses to the 
questions following each case describing a consumer who is 
denied access to goods or serv ices because of no prior credit 
use [See "Answer Key.") 

5 Use Transparency 3 to discuss ways young consumers or 
consumers who have not establishechcredit in their own 
names can improve their chances of obtaining credit 

. ^2 » 

' Topic 5— The Economics of Credit 

Objective. Student will identify three major uses of income 
and three ways to pay for purchases Student 
will know what to consider when deciding to 
postpone a purchase or make an immediate 
purchase using cash or credit 

Materials Needed: 

Transparency 4— "Consumer Decides 

Case Study 2 " $ 

Reading 3— "The Credit Decision" 

, •> 

Directions 

1 Show students Transparency 4, which illustrates how a con- 
sumer uses income and how a consumer pays for purchases 
Discuss the transparency with the following questions 
a After you purchase items on credit, can vou "decide" how 
much of your income you will use to repay debt each / 
month 7 [No, not always On closed-end credit accounts, 
monthly payment amounts generally are predetermined. 
On open-end credit accounts* however, vou may pay ah 
amount ranging from the "minimum payment" to the full 
amount due.) 

b How else can you use current income after you have paki \ 
for essential purchases — food, housing, transportation, etc.? « 
[Current income can be (1) used to ref&y debt, (2) saved 
orinvested , or (3) used to make additional purchases) 

2. Assign Case Study 2 Discuss how the consumer^s^lecision to 1 
use credit depends on many elements — the item itself, its 
cost, the consumer's attitude about using credit or savings, 
interest rates, current debts, upcoming purchases, and changes 
in income, price levels, or the Inflation rate In each case, the 
consumer must decide whether it's worth incurring a debt 
to* have the immediate use of goods or services purchased 
on credit [See "Answer Key"] 

3 Transparency /^identified the three sources of funds 
available to consumers for spending current income, 
savings, anci ^fedit Assign Reading 3, which describes what 
a consumer may consider when deciding how and when to 
make A purchase Discuss students' answers to questions 
about Joan Richards' purchase of a free/er-[Sce "-Answer 
Key "I 

*(Nole You may wish toJiscuss the effect of taxes on a 
purchase using cash or credit Under our current tax Jaws. 
Joan must pay tax^s on interest earned on her savings, 
interest paid on a loan is tax-deductible Therefore, taxes 
may reduce the^alue of her savings and reduce the u>sts of 
* using credit In tins ease, tax conside rations would increase 
the attractiveness oi buying now [with credit or savings) 
rather than waiting and may alter the trade-off between 
using credit or savings) 
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Answer Key 



Protest 

1. False To be granted credit, con- 
sumers must provide evidence 
that they are able and willing to 
repay credit 

2 True Because the 'electricity is 
used before t rie consumer pays 
for it, credit has been granted 

I This is an example of public 
utility credit 

3 False* Although some credit 
arrangements do require a for-. • 
mal application, public 1 utility * 
credit ,,and credit granted by 
pro/essionals and small busi* 
nesses (incidental credit) usu- 
ally a*o not, 

4 False Even a Consumer who ca n 
pay cash may not want to dis- 
turb savings, or the cash may 
not be readily available In ad- 
dition, using and repaying 
credit as agreed may help a 
consumer obtain credit in the 
future 

5 Fii/v Incidental and public utili- 
ty credit du not involve a cost 
"Convenience credit" allows a 
consumer to repay in 30 days, 
for example, without incurring 
additional finance charges^ 

6 True Without credit, many 
consumers would be unable to 
purchase cars, appliances, fur- 
niture, etc, which are con- 

Topic 1 . Student Exerc.se ' 

1 Open-end 
1 Public utility 

* 3 
4 
5 
6 
7 
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side red necessities today If 
credit were not available, few 
people could ever afford to buy 
a home In addition, niany serv- 
ices such as hotel accommoda- 
tions and rental cars may only 
be obtained by using a credit 
card 

True A consu mer who is "over- 
extended" cannot repay credit 
as agreed Higher finance 
charges* a poor credit record, 
and legal action may result 
True Earnings from overtime 
work and bonuses are not reli : 
able A consumer who relies 
on them to pay credit bills risks 
not being able to pay 
Fahe At middle and higher in- ' 
comes, 20% of one's net (take- 
home) income ma\ not be too 
much to spend un credit bills 
However, at lower incomes a 
higher percentage of a consu- 
mer's income is used to buy 
"essentials," and 20% of income 
may be too much to spend to 
repay credit 

True When prices are rising 
due to inflation, a consumer 
may 1'save" money by using 
credit to4ake Advantage of a 
lower purchase price 



Incidental 
Closed -end 
Closed-end 

Incidental M 
Opeivend 
* 8 Open-end * 
9 Closc4-end , 
10 Open -end 

Topic 3. Student Exercise 2 
Credit Profile 1 

Grabby Gerty loves having a Bargains Galore credit card 1 She can go 
shopping whenever she wants and buy whatever she wants even if she's 
short of cash Ba rgains Galore has terniklales, and Grabby Gcrty's monthly 
credit bill is always high She usually pays only the "minimum payment" 
required Lately, Grabby<ferty has had little money Jeft after paying all 
her credit bills She even "charges" groceries at Bargains Galore When 
her monthly credit bill arrives from Bargains Galore, she sees she wilt 
have to sk ip maki ng payments to her doctor and the bank to make even 
the minimum payment 

Credit Profile 2 

High -Living Hank is proud of all his plastic money —credit cards He can 
charge just about a nythi ng he wants Every month, though, Hank has a 
Q tylls and the job of figuring out how he will pay them Usually* 
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Hank works enough overtime to make ends meet He also has a savings 
account th at hv. dips into if he's a little short of cash He and his wife are 
saving toward a down payment on a vacation home It's been five tears 
now, but they still have not saved enough money Hank has been thinking 
about getting a debt consolidation loa n to pay off all his bills It w'ould be a 
lot easier to pay just one bill v % 

Topic 4 'Case Study i 

Case 1 ; Although the Smiths are financially responsible, they have no 
history of credit use that demonstrates their responsibility Lenders 
generally want to know how you've handled financial obligations in the 
past— especially if you apply for a major loan The Smiths- could have 
estabnsried a credit record by using one or more open -end credit 
accounts responsibly They also could^have obtained a loan to make a 
major purchase, such as their new car ^ 

Cgse 2. If a consumer does not hav t a record of credit use, a lender might 
reauire a larger down payment or a cosigner Or, the lender might even 
refuse to make the loan Firms that rent or lease goods (i (?, car rental 

* agencies, hotels, etc ) often want evidence that a customer is responsible 
and trustworthy to minimize chances C^tneft, damage, or nonpayment 

; Being approved for a national bank credit card (VISA^MasterCard) is 
often considered as evidence that a person is financially responsible 

t od:C 5 Case Study c 

Case 1. No, Mrs Johnson did nut save munuv by postponing her 
purchase By waiting she had to pa\ more tobu\ thu television than if she* 
had used credit and paid finance charges However, by saving one 
additional month she would have the S330 in cash^If is possible that not 
incurring a dubt and not being responsible for a monthl) payment are 
more important to Mrs. Johnson than the money she would save using 
credit % ' + 

Case 2 Mr Gray will eventually pay $323 for the golf clubs, including 
interest on his loart If he waited a year with inflation at 10%, he would 
probably have to pay S330— so he might figure that he saved $7 by 
borrowing If he put $2694 per month into a savings account at 6% 
interest (compounded monthly), however, he would have $334 ma year 
He could then buy the clubs for $330 and still have $4 f In this case, the 
purchase decision depends on how Mr Gray feels about using credit 
(and having a monthly payment) and how much he wants to have the use 
of the clubs as he pays for them 

Topic 5, Reading 3 

1 If Joan waits a year or so to save enough money to buy the freezer, its 
purchase price may change If she expects the price to go up, she 
should consider this extra cost. If she postpones the purchase, she will 
also, forgo a potential savings of $100 in food costs for the year On the 

■■ other hand, if she waitsmntil she has the additional savings, she will 
avQici committing herself toa monthly payment. Her savings will also 
remain intact 

2 If Joan uses accumulated savings, she will avoid committing herself to a 
fixed monthly payment She will forgo earning interest on her savings 
at a rate of 6% per year, whereas the loan would cost 10% per year If 
Joan promised to "pay herself" the $26 25 each month, she will repay 

» the "borrowed" savings within a year From a financial standpoint, she 
is.better off using her savings On the other hand, Joan may prefer the 
)line provided by having to make loan payments instead of saving 
ame amount of money each month In addition, by using credit 
• will establish a credit history On this basis, it may be worthwhile 
er to use credit 
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See. 1— An Overview of Consumer Credit 



Pretest 



Directions: Circle T M if the statement is true; circle "F" if the statement is false. 



T , F 1 , a Apyone who wants credit and is of legal age may obtain credit. 



T >F 2. By billing consumers this month for elecfrfcity used last month, power com- 
panies grant credit to consumers. 

T F 3. All creditors require a. consumer to complete an application form before 
granting credit^ 



T F 4. A consumer should always avoid buying 1 now using credit if he/she can pay 
cash. ° 



*T F • 5. A consumer pays more to obtain goods'or servicea whenever credit is used. 
T F p. for the average consumer today, access to credit is a necessity. 
T ' T ^ 7. Using foo much credit is one of the greatest risks of using credit. 



T F 8. A consumer who relies on "overtime"pay and bonuses to pay credit bills may be 
in financial danger. 



T F 9. If a consumer spends 20% or less of net monthly income to pay credit bills,(not 
inclucfipg mortgagee payments), he/she is not using too much credit. 



T F 10. It-may cost less lo make a purchase now using credit than to postpone a 
purchase and pay*cash. . v 



Sec. 1 —An Overview of Consumer Credit 
Topic 1 , Readingl • . 1 



What Is Consumer Credit? 



You pay a bill in January for electricity you' 
used rn December/A statement arrives in the 
cnail for medical services you.Qbtained.Jast. 
month. You write a cheek for $20.00 as a 
"minimum payment 1 ' on a $1 50.00 department 
store bill. With a bank loan you purchase a 
new car. * 

All of these are examples of using credit^ 
paying later for goods or services.o&tained ' 
now. "Consumercredit" is credit used only for 



personal, family, or household purchases. Cred- 
it arrangements cart be formal or informal. A 
specified amount of credit may be granted or 
credit may be "open-ended." A'consumer can 
obtain credit only when a creditorJias confi- 
dence that he/she is both able and willing to 
pay later for goods or services received now, 
You may pay for the privilege of using credit, 
or credit may be free. The Jour common types 
of credit used by consumers are described 
'below. 



1 . Public utilities credit 

Pow er' water, gas, and telephone companies 
generally charge customers for their services 
after they have been used. How much you pay 
for electricity, for example, depends on hq>w 
.'much you use. By allowing customers to pay 
later, utility companies are granting credit even 
if there are no formal credit agreements or 
credit charges. Consumers, however, may be 
required to pay a deposit before obtaining ser- 
vices initially from a utility company-. In addi- 
tion, a v penalty" charge may be added if a bill 
is not paid promptly. s 
t * 

2. Incidental credit 

,AII of us have probably had a^doctor or dentist 
Appointment we did not pay foY-uftf il later. Pro- 
fessionals and small businesses'often do not 
demand immediate payment If a credit ar- " 
rangefnent involves no extra costs and there 
is no specific repayment plan, it is called "inci- 
dental credit." - * 

'3. Closed-end credit 

Mortgage loans, automobile loans, home im- 
-provement loans, and installment loans for pur- 
chasing furniture or appliances are examples 
of "dosed-end" credit. Clo§ed-§,nd credit is 



used for a specific purpose and is for a speci- 
fied amount. An agreement, or contract, lists 
repayment terms— the number of payments, 
payment amount, and how much the credit 
will cost. The cost of credjt may vary depend- ' 
ing on state and local Jaws, general interest 
rates, price levels, the availability of credit, the 
demand for credit, and the creditor's assess- 
ment of the borrower's creditworthiness. 

4. Open-end credit 

Using a credit card issued by a department 
store, using a bank credit card (VISA, Master- 
Card) to make purchases at' different stores, 
"charging" a meal at a restaurant, or using 
"overdraft" protection are all examples of 
"open-end" credit. Unlike closed-end cred- 
it, you do not apply for open-end credit for a 
single purchase. Rather you can use it to. make 
whatever purchases you wish if you do not 
exceed your "line of credit"— the maximum 
ampunt of credit you can use. You may have 
to pay interest— a periodic charge for the use 
of credit— or other finance charges. Some 
creditors allow you 30 days to pay the bill in 
full and noUncur any interest charges. This 
type of credit is called "convenience credit." 



Sec. 1— An Overview 
Topic 1 



Of Cons 



nsumer Credit 



4 j 



Credit Use Survey 

Directions: List examples of the four types of credit you or your family use (Column 1). Under 
Columns II, III, and.'IV (optional), describe howyouuse and regiay credit; 



I 

Credit 
Sources 



II 

How often is 
credit used? 



How is 
credit repaid"? 



IV 

How much is 
spent on monthly 
credit payments? 





PUBLIC UTILITY, 
Ex. City water 


y) Every day 
f 


Paid quarterly 


Approximately $30.00 


• 


• / 










2. 








• 


INCIDENTAL ' 

2. 


* 




j 

l 




OPEN-END 

• 

1. 




J* 


*- 11 




2. . • 

• 


9 

% 

* 




f 




CLOSED-END ' 

1. t» 


'■A 






• 


2. ' ' 


< 

> 


» 
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Sec 1 —An Overview of Consumer Credit 
Topic 1 



Student Exercise 1 

« 

Directions: Identify the type of credit, described in each of the following examples and 

circle you Answer. * % , 

1. A consumer.makes purchases at All Goods Department Store using an All Goods credit card 

/ .> J 

public utility incidental m closed-end open-end 

• 2. A consumer pays a bill for long-distance telephone calls made last month. 

' - _ «< 

public utility incidental closed-end open-end 

• V ■•' 

• 3. A doctors' office allows patients to pay their bills in'installments but does not charge interest 

on the unpaid balance. 

public utility - incidental closed-end open-end 

4. A loan from a credit union is paid back in 24 bimonthly payments, . 

public utility incidental closed-end open-end 

5. A contract is signed that states the terms v and conditions of paying an orthodqntist's fee. 

public utility incidental -closed-end open-end 

6. A local hospital sends a patient a bill for S50 for emergency room treatment. 

public utility incidental Closed-end open-end 

?. A consumer pays for.a dinner using a credit card issued by the restaurant, 
public utility incidental closed-end open-end 

8. A bank credit card is used to make purchases at several retail stores. 

public utility ; incidental closed-end open-end 

9. Furniture, Inc., requires customers to sign a contract each time they purchase a new item. 

public utility incidental closed-end open-end ' 

10. An "overdraft protection" agreement allows a consumer to write a S150 check 
when his account balance is only $1 00. i 

public utility incidental close,d-end 1 open-end 



Would You 

Direotrbns: decide; if you would use credit to make the 
>\\ % following purchases. In the appropriate box, 
>- givd the reasons for your decision. 

\Wbuld you use credit to buy a home or pay * * 
for a college education? , 

2. Wou/d j^ol/ use cred/Y to purchase appliances, * 
■ furniture, etc., for a home? 

t 

v Z.Woyld you use credit to pay overdue bills? 



4. Would you use credit to purchase gasoline or food? 



5. Would you use credit instead of cash or 
checks to make several purchases in one store? 

6. Would you use credit to purchase an item 1 
which costs $8.50? 

a 

7. Would you use credit to purchase an item on sale? 



8. Would you use credit to pay for a vacation? 



9. Would you use credit if you couldn't save 
enough money to buy something you wanted? 

10. Would you use credit to make a purchase 
even if you could pay cash? 



e Credit? 



Yes 



No 



Maybe 





• 


» . 1 


• 
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Sec 1 —An Overview of Consumer Credit 
Topic 2 
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Discussion v Guide for "Would You Use Credit?" 



1. Most people could never buy a home un- 
N less they used credit. Similarly, many peo- 
ple could never attend college if they 
couldn't obtain loans to be repaid later 
using future earnings. 

2. If you can make the payments, using cred- 
it will allow you to have the use of the 
furniture or appliances as you pay for them. 
You may even save money by buying now 
on credit, depending on the interest rate 
charged and the expected, change mihe 
price of the item. 

, 3. It is generally not a good idea to use credit 
to pay overdue bills. Bill-paying problems 
usually can be solved by reducing spend- 
ing, increasing income, or negotiating with 
creditors for smaller but regular payments. 

4. Most consumer credit counseling services 
recommend not using credit to buyperish- 

Cable items. Not only is it difficult to keep 
track of what you have spent, but it's diffi- 
cult psychologicaJly to pay for something 
after you have used it. You may want to use 
"convenience credit" to purchase gasoline 
or food and then pay for those items in full 
on a monthly basis. 

5. It may be more convenient to use credit 
than to write several checks, and it is safer 
than carrying large amounts of cash. You 
may not make purchases as carefully, how- 
ever, 

6. Consumer credit counselors recommend 
not using credit to purchas'e items costing 
less than $25. It may be difficult for you to ■ 
keep track of small credit purchases. Some 



consumers are not as careful in making 
their purchase, decisions if they. use credit 
to buy lower-priced items. Using credit in- 
stead of cash, however, may be mgre con- 
venient, safer, anqnn some cases less ex- 
pensive (taking advantage of a reduced 
pnce^eiiminating a second shopping trip, 
etc.). 

7. If yok pl^n to purchase the item sometime, 
you may save money using credit to buy it 
now rather than waiting to pay cash. Wheth- 
erornotyouwouldsave moneydependson 
how much the credit costs and how you will 
repay it. 

8. If you use credit to pay for a vacation, youll 
need to have money available to pay future 
credit payments. If the monthly credit pay- 
ments will fit into your budget, taking a va- 
cation now (when yofj want to) and paying 
later may be justified. 

9. If you cannot afford to save (not spend) a 
certain amount of money each month toward 
a purchase, you probably can't afford to buy 
it on credit. Many people, however, find it 
easier to make payments each monfti 
(forced savings) than to save the same 
amount of money each month. 

1 0. Credit can be used for many reasons be- 
sides a shortage of casK.' You may use 
credit to establish a record of responsible 
credit use or for the convenience and safety 
it offers. Also, by making a purchase now us- 
ing credit, you might pay less money for an 
item than if you had waited to pay cash. 
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Sec. 1 —An Overview of Consumer Credit 
Topic 3 



Student Exercise 2 



Directions: Read the "Credit profiles" below. Underline any statement that may 

indicate the consumer is using more credit than he or she can use safely. 



Credit Profile 1 

Grabby Gerty loves having a Bargains Galore 
credit card! She can go shopping whenever she 
wants and buy whatever she wants even if she's 
short of cash. Bargains Galore has terrificsales, 
and Grabbys£3erty's monthly credit bill is always 
high. She usually pays only the "minimum pay- 
ment" required. Lately, Grabby Gerty has had 
little money left after paying all her credit bills. 
She even "charges" groceries at Bargains 
Galore. When her monthly credit biliamvesfrom 
Bargains Galore, she sees she will have.tb skip 
making payments to her doctor and the bank to 
make even the minimum payment/ 



Credit Profile 2 

High-Living Hank is proudof all his plastic mon- 
ey—credit cards. He can charge just about any- 
thing he wants. Every month, though, Hank has 
a pile of bills and the job of figuring out how he 
will pay them. Usually, Hank works enough over- 
time to make ends meet. He also has a savings 
account that he dips into if he's a little short of 
cash. He and his wife are saving towarfi~a down 
payment on a vacation home. [£s been five 
years now, but they still h^e not saved enough 
money. Hank has been thinking about getting a 
debt consolidation loan to p¥y off all his bills. It 
would be a lot easier to pay hast one bill. 



S^c 1 —An Overview of Consumer Credit 
Topic 3, Transparency 1 



Are You Using Too Much Credit? 



/ 




Sec 1— An Overview of Consumer Credit 
Topic 3. Reading 2 - x ' , 



Credit Guidelines 



X 



Whether a consumer is considering using cred- 
it for the first time or is experiencing symptoms 
of credit overuse, it is important to know how.. 
t much credit is safe to use * Ope credit guideline 
v ,used by lenders is based on a consumer's dis- 
posable, or net monthly income (take-home pay 
aftertaxes and otherdeductionsj.The rule would 
beforaconsumertospendnomorethan20%of 
net monthly income on debt payments or credit 
bills (not including housing payments), /^n ex- 
ample follows of how thisguideline maybe used 
to determine a safe amount of money to spend 
on credit: • 



Example 1 

Joe's net monthly income is $2,000. How much 
can he safely spend on monthly .credit pay- 
ments, not including his mortage payment? 

20% of net monthly income = 
.20x32,000 = $400 \ 



In some circumstances, lenders would recom- 
mend that a consumer spend less than 20% of 
net monthly income on credit payments. At 1 
middle andHower incomes; a greater percent- 
age of income is used to pay for "essentials" 
such as housi ng, food, clothing, transportation, 
and medical expenses.Another,credit guideline 
lenders use is based on a consumer's "discre- 
tionary" in6pme— that portion of income not 
needed for essentfals. Using this guideline, 
they recpmmend that consumers spend no 
morethan one-third of their monthly discretion- 
ary income on credit paynTents. Example 2 illus- 
trates how a consumer may use this guideline 
to determine how much money to spend on 
monthly credit payments. 

. L 

* These guidelines are based on actual guidelines 
that lenders use to decide if applicants will be v 
granted or denied credit. 



Example 2 , \ 

Jjm's net monthly income is $1 ,500. He spends 
the following amounts each month for essen- 
tial items: ' 



Mortgage loan 

Utilities 

Food 

Transportation 
Clothing 

Medicalexpenses 
TOTAL * 



$450 
| 100 
,200 
100 
25 
25 
$900 



What'ia Jim's monthly discretionary income? 

Discretionary income = Net Income — 

Spending on essen- * 
tjals 

Discretionary income = $1,500 — $900 

= $600 per month 



How much can Jim safely spenfirorro^f^cedit 
payments each month? V 5 * * 

1/3 of discretionary income = 

1/3 of $600 _ = $200 

What percentage of his net monthly mcomecan 
Jinrhspend safely on credit (not including hous- 
ing) payments? 

$200+ $1,500 = .133 
= 13% 



v v In Jim's case, 20% of net monthly income, or 
y$300, is too much to spend on credit payments 



j^ecause of his essential spending needs. 

/ N$ these examples show, people have different 

'financial situations. What is a safe amount of 
v money tospend on credit forone person maybe 
A top much for another person to spend. People's 
attitudes about using credit and being in debt 
also vary and may influence how much credit 
they use. 
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Life-Cycle Spending and Earnings Patterns 



Dollars 




18 25 



35 



45 



55 



Income 

Spending 
needs 



65 75'Age 
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Sec. 1 —Ah Overview of Consumer Crfedit 
m \ Topic 4 f 



Case Study 1 



Casel: 

John and Jane Smithf have been house- 
hunting for several months. They finally decide 
on a three-bedroom rambler and apply at a 
savings and loan association for a mortgage 
loan to purchase it. 

Both John and "Jane have jobs, an^their 
. combined income is sufficient for them to 
make the required monthly payment The 
4§rniths have no outstanding debts because 
they always pay cash. They even paid cash to 
buy their new car. Over the last few years they 
have saved a substantial down payment. 

A week later the Smiths are notified by ttfe 
savings and loan association that in order to 
be approved for the mortgage loan, they will 
need a cosigner. 



Case 2: 

Alfred Jones flew to New Orleans to attend his 
brother's wedding. Knowing his family would 
be very busy, he did not ask anyone to meet 
him at the airport. Instead, he planned to tent a 
car to use while in IfJew Orleans. He has no 
nationally recognized credit card but is pre- 
pared to pay cash for the rental car. * . 

"The car rental agency refuses to rent him a 
car, even though they have several cars 
available. 



Why do you think Alfred is unable to rent a 
car? ^ 



Why do you think the Smi£ta§yare required to 
f have a cosigner? 
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How to Establish a Credit Record . . . 



t Pay bills on time for goods'and services already used such as 
electricity, telephone, doctors, and dentists. 






2. Pay monthly rent payments on time. 
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3 ; Use lay-away plans or 90-day interest-free plans available at 
local retail establishments. 
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4. Obtain (if you have a steady income)a limited-use credit card or 

one with a ccedit maximum. Pjay bills promptly. 
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5. Establish and use a transaction account as evidence you can 
handle you^money responsibly. - 
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Sec. 1 —An Overview of Consumer Credit 
Topic 5, Transparency 4 



Consumer Decides 



How to Use Household Income 



Pay Debts 
(Past Spending) 



<^ » , 



7 



Make New Purchases 
(Current Spending) 




Save, Invest 
(Future Spending) 




and . . . 



How to Pay for New Purchases 



\l/ 

Credit 
(Future Income) Jf 




<0 




* Cash 

(Current Income) 




\|/ 

Savings 
(Past Income) 
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s 



Case Study 2 



Case 1 , , 

Mrs. JohnsdiVd&esn't have enough cash to 
pay for a $300 televrsionffet. She could buy 
it on credit by agreeing to make 12 monthly 
payments of $26,37 each. The total cost then 
would be $31 6.44, Instead she;decides to put 
. $25 a month \q the bank until she has saved 
enough money to ipake the purchase. One 

% year later Mrs. Johnson has saved $306.82, 
which includes the $300^lus interest paid at a 
rate of 6% per year, When she goes back to 
the store, she ffods that the spe television 
set now costs $330. Its price has gone up 

s the current rate of inflation. 



Case 2 

Mr. Gray began playing golf recently. Now he 
wants to buy his own golf clubs. He finds some 
clubs he likes at Ace's Sporting Goods which . 
cost $300. He doesn't have $300 in cash, and 
he figures it would take him approximately one 
year to save that ambunt. With an inflation rate 
of 10%, he estimates that the clubs will cost 
1 0% more a year later, or $330. _Mr. Gray ap- 
lies for and is granted a loan for $300 at an 
interest rate of 14% per year. He agrees to re- 
pay the loan in 1 2 monthly payments of $26.94 
each. 



Did it "pay" for lyirs. Johnson to postpone her Is it "rational" for Mr. Gray to use credit to buy 
purchased * his golf clubs now instead of waiting a year? 



'■(-•us. 
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Sec. 1— An Overview^ Consumer Credit 
Tqpic 5, Reading 3 



The Credit Decision 



Using credit to purchase goods or services 
may allow consumers to be more efficient, more 
productive, or Jbave more satisfying lives. Of 
course, credit must be repaid. Using credit in- 
creases the amount of money a consumer can 
spend to purchase goods and services now 
and decreases the amount available to spend 
in the future, Many people expect their in- 
comes to increase and, therefore, expect to be 
able to make paymehts on past credit pur- 
chases and still make new purchases. 

The decision to use credit or cash to make a 
purchase depends upon many elements— such 
as the price of the item, how soon the item is 
needed, the cost of using credit, and the cost 
of postponing a purchase. For example, if you 
need a car for transportation to and from work, 
you couid either buy one now using savings or 
credit or postpone the purchase until you have 
saved the necessary amount in cash. 

Some questions to ask before deciding how 
and when tg buy a car include: 

• Do I have the cash needed to make this 
purchase?* 

• Do I want to use my savings to make this 
purchase? 

• Cduld I postpone the purchase? What are 
the costs of postponing the purchase? (Al- 
ternative transportation costsTa possible In- 
crease in the pcice of the car.} 

• Wha! are the dollar costs of using credit? 
Psychological costs? (Interest; other finance 
charges; being in debt and responsible for a 
monthly payment.) 

— — ^ 



If you decide to use credit, the benefits of 
making the purchase now (increased efficen- 
cy or productivity, a more satisying life, etc.) 
should outweigh the costs (financial and psy-* 
etiological) ,of using credit. In the situation de- 
scribed below,'consider the advcfntages and 
disadvantages of (1) buying -now with cash, (2) 
buying now using credit, or (3) postponing the 
purchase. Then answer the questions that fol- 
low. 

Joan Richards wishes to buy a freezer which 
today costs S300. She estimates that having a 
freezer by summer will save her S100 in food 
costs this year. She can purchase food on sale 
and in larger quantities, and she can preserve 
vegetables from her garden. Operating a freez- 
er will, however, increase her electricity bill. 
She may purchase the freezer using one of 
the following options: 

• 7 

Option A Buy the freezer now usinttfS36Qshe* 
currently has 'in a savings accQurtf 
earning interest at the rate^of 6% per 
year.*: 



ng$S8&0sh 



Option B Buy the freezer now using credit and 
paying the creditor interest at the 
rate of 1 0% per year. Sjhe would pay 
for the freezer in 1 2 monthly pay- 
ments of $26.25 each. 

* 

Option C Postpone the purchase until she 
saves an additional $300. Her sav- 
ings earn interest at the rate of 6% 
per year. 



Questions 

1. What things should Joan consider in decid- 
ing whether to buy th6 freezer now or later? 



2. If Joan wants to buy the freezer now, what 
things should shaconsider in deciding 
whether tg use credit or pay cash? 
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Federal Reserve Bank of Minneapolis 



SECTION 2 




Eqthl Credit Opportunity Act 



Introduction 



The Equal Credit Opportunity Act, passed in 
1974 and amended in 1976, prohibits creditors 
from treating one credit applicant less favorably 
than another because of the applicant's age, sex 
or marital status, race, color, religion, national 
origin, source of income, or the exercise of rights 
under the federal consumer credit protection 
laws. Through a simulation, stu4 e *}te learn what 
types of information creditors use to determine 
whether an applicant isable and \Villing to repa^. 
Students will also learn what restrictions the law 
B places on information that creditors may obtain 
and use to evaluate applicants. Other discussion 
topics are the special credit problems of women, 
divorced persons, and the elderly, and how the 
Equal Credit Opportunity Act h&ps them to 
establish credit. Using case studies and flow 
charts, students learn what a consumed can do if 
. he or she believes credit has been denied on the 
basis of "prohibited factors." 



Key Concepts 

1. A creditor considers a con- 
sumer a "good credit risk" 
if the information obtained 
from the credit application, 
credit report, or interview 
indicates he/she is willing 
and able to repay. 



1 Creditors use the "three Cs 
of credit"— capacity to pay, 
character, and collateral— to 



evaluate an applicant's abili- 
ty and willingness to repay 
credit. 

A creditor cannot deny 
credit on the basis of an 
applicants age, $ex or mari- 
tal status, rac$ 'color, reli- 
gion, national origia receipt 
of -publfc- assistance, or a 
"^good faith" exercise of 
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frights under the federal con- 
sumer credit laws 

4. Credit cannot be denied be- 
cause an applicant's income 
is derive* from part-time 
employment, alimony, child 
support payments, or pub- 
lic assistance if that income 
*is reliable. Credjjt can be 
denied if income — from 
whatever source — is insuffi- 
cient. 



A creditor must disclose the 
reason (s) why a consumer 
is denied credit. This gives 
the consumer an oppor- 
tunity to dispute a creditors 
reason for denying credit 
There often are steps a 
consumer can take to im- 
prove his/her chances of 
obtaining credit in the fu- 
ture. 



Topic 1 —Who's a Good Credit. Risk? 

Objective: Student will learn what characteristics indicate or 
afiQd a credit applicant's ability or willingness to 
repav In a simulation, students make decisions to 
grant or den) applicants credit and identify in- 
formation that indicates creditworthiness 

Materials Needed: 

Transparency 1— "The 3 Cs of Credit". s 
Simulation— "Who's a Good Credit Risk?" 

Directions: 

1. Every credit account opened or loan granted represents a 
potential loss for the credit grantor Creditors cannot predict 
all losses For example, credit paymentsjhat may have fit 
easih into a consumer's budget mav be missed if that 
consumer loses a job or incurs unexpected expenses Explain 
to students how creditors deny Credit to applicants who 
appear unable to repay and how they grant credit to those 
who are "good credit risks" Show Transparency 1, which 
defines the "three Cs of credit" that man\ creditors use to 
determine whether an applicant is a good credit risk. Use the 
questions listed orrthe transparency to illustrate how a 
creditor uses certain information to assess an applicant's 
"capacity to pay," "character," and "collateral" % 

2. Divide the class into four groups and distribute the simula- 
tion Ask students to read the simulation directions carefully 
and then to go ahead and make their credit decisions 

3. After each group has made its loan decisions, have one 
student from each group record those decisions on the 
chalkboard Use a chart similar to the one below 
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Group 1 


Group 2 


Group 3 


Group 4 


t 

Applicant 1 


Appwved 


Denied 


Approved 


Approved 


Applicant 2 




* 






Applicant 3 










Applicant 4 











(Note Students' deciMuns w ill nu\ necessanlv be nght ur 
wrong. Students have not been given complete information 
about each applicant and their decisions will also reflect their 
past experiences, attitudes, values, etc Similarly, individual 
creditors who have had different experiences with borrowers 
will make different decisions Also, each creditor^ets some- 
what different standards for granting credit A credit applicant 
whu is denied cfedit b\ une creditor mav ubtain credit frum 
.another ) 



Show Transparency 1 again Ask students to decide whether 
information given for applicants 1-4 in the simulation indi- 
cates or affects the applicant's capacity to pay, character^ or 
collateral. For example, "has ter* charge accounts" is informa- 
tion given about Applicant 1 Having ten charge accounts 
indicates he she has used credit in the past (character), 
however, current credit bills may be too high to justify 
additional credit use (capacity to pay) Explain to students 
that some of the information provided for applicant^ 1-4 may 
not indicate or affect the ability or willingness to repay [See 
"Answer Key "I 

Discuss student responses in the acti\it\ abu\e using the 
following questions - 

a Which pieces of information provided for applicants 1-4 v 
refer to characteristics which never change or cannot be 
changed easily? [62 years old, white, divorced, female, 21 
years old, Mexican-American ) „ ' 

b. Dues working part-time ur receiving pubhe^assistance 
necessarily mean an applicant does not have sufficient 



Vocabulary 



'Adverse Action 



Class-action Suit 

Collateral 
Cosigner' 



Credit 

Discrimination 



Credit Life and 
Health Insurance 



Credit-scoring 
System 



Creditworthiness 



Down Payment 



Any action taken by a creditor deny- 
ing a consumer credit in the future,- 
inchiding rejecting an application or 
closing or changing the terms of an 
existing account. 

A lawsuit brought on behalf of many, 
people, all of whom suffered the 
same wrong. 

Property or other valuables pledged 
by" a consumer as security for a loan. 

Xnother person who signs a loan 
and is liable for repayment if the 
borrower defaults. < 

A creditor who denies credit or treats 
a consumer less favorably because 
of his/her race, sex, religion, marital 
jgstatus, etc. 

Insurance purchased by a consumer 
which repays credit in the event of 
his/her death or disability. 

A statistical method used by large 
creditors to rate credit applicants in 
..which "points" are assigned to vari- 
. ous factors related to creditworthi- 
ness, 

A consumer's past and future ability 
and willingness to repay credit as 6 
determined by a creditor. 

An amount of money which a con- 
sjurrier pays toward the purchase of 
goods; the remaining purchase price 
; is then Joaned to the consumer. 



Elderly Applicant 



Joint Account 



Judgment 



Judgmental System 



Prohibited Factors 
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Punitive Damages 



Secured Credit 




Unsecured Credit 



A credit applicant whu is 62 years or 
older. 

An open-end credit account which 
may be used by more than one per- 
son and for which all potential users 
are liable for repaymerA. 

A court decision that someone is 
entitled to payment in a fixed amount 
from another person. 

A nonstatistical method of evaluat- 
ing creditworthiness involving a 
creditor's judgment of an applicants ' 
ability and willingness to repay. 

Factors or characteristics about a per- 
son which cannot be used by a credi- 
tor as a basis for denying credit (age, 
sex, marital status, race, religion, col- 
or, national origin, receipt of public 
assistance, or exercise of rights un- 
der federal consumer credit protec- 
tion laws). 

Damages which the court may award 
which are oyer anc^bove the 
amount that wdulq compensate the 
consumer. 

A credit arrangement fa which a con- 
sumer pledge? goora or property as 
collateral whictuway be seized by - 
the creditor in case of default. 

A aecfit arrangement in which no 
collateral is pledged. In case of de- 
fault, the creditor must sue for repay- 
ment, but has no special rights to 
specific goods or property. 



income to qualify for credit? [No, such^nformation indi- 
cates only the m>urn of incume nut the amuunt of income.] 

c. Does being divorced necessarily mean a person is not 
creditworthy? [No. Statistics show that divorced persons 
may default mure uften than married persons. However, 
the fact that a cunsumer is divorced dues nut indicate 
anything about that particular consumer's ability and will- 
ingness to repay credit.] 

6 Write the word "judgmental" on the chalkboard. Indicate to 
students that they used a judgmental system in the simula- 
tiun tu determine ^reditvvurthin ess. Ask students tu try tu 
explain what is meant by a judgmental system based un their 
experiences in making credit decisions in the simulatiun [A 
creditor or loan officer makes an independent and personal 
decision about an applicant's ^ability and willingness tu repav 
credit. There may be sume "fixed" requirements, such as a 
minimum incume needed tu quality fur a Iuan, however, the 
decision tu grant ur deny credit is based un the creditor's ur 
loan officer's judgment regarding the applicant's ability and 
willingness to rqpay In making this judgment, the creditor or 
loan officer will be influenced by his 'Tier experiences with 
other borrowers and by the type and amount of credit being 
requested.] 

Write the word "empirical" on the chalkboard Explain to 
students that when man}' different people make the credit 
„. decisions for onl2 creditor, generally another system is used 
to evaluate applicants. This is an "em pineal" system, afso 
called "cred it-scoring." *In a credit-sconng system, a certain 
value or a certain number of "points" is assigned to various 
factors that ha\e proven to be reliable predicturs uf repay - 
* ment Credit is granted if an applicant receives a required 
number of "points " 

(Note: Since passage of the Equal Credit Opportunity Act, 
credit-scoring systems must be statistically reliable and cannot 
discriminate against persuns because of their race, colur, 
religion, national ongin, sex or marital status, or receipt uf 
public assistance.) 



Topic 2— The Equal Credit 
• . Opportunity Act 

Objective: Student can identify nine factors, including age, 
sex, and, marital status, that cannot be used as a 
basis for denying Credit. By examining a sample 
credit application, student will know when a cred- « 
itor may ask about an applicant's age, marital 
status, alimony or child support pay ments, ur 
obtain information about a spouse or former K 
spouse. 

.Materials Needed: 

Reading 1— "Your Equal Credit Opportunity Rights" 
Tr#nsparency 2— Credit Application 

Directions: N 

1 In the simulation activity of Topic 1, students assumed the 
roles of creditors making credit decisions. Explain to students 
that until 1974, creditors were free to make credit decisions 
on any basis they wished (althuugh federal laws applied tu 
certain housing loans) With the passage uf the Equal Credit 
Opportunity Act, creditors may still establish certain criteria 
for granting credit — such as a minimum income or length uf 
time on a job However, the standards they use must be 
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applied unifurmly tu all applicants regardless uf their race, 
culor, religion, natiunaj urigin, sex ur marital status, age, 
source of inconje, or the exercise of rights under the federal* 
consumer credit protection laws - * 

2. Ask students if eunsumers have the "right" tu receive credit 
[N T u, consumers unly hav e the nght to be judged un the same 
basis as uther persuns applying fur credit The) may be 
denied credit for business reasons (insufficient income, poor 
credit history, etc), but they cannot be denied credit because 
of their race, color, religion, national origin, etc.] 4 

3. Distnbute Reading 1, which summarizes the provisiuns uf the 
Equal Credit Opportunity Act. As a class, read and discuss 
the list uf rights and pruwde definitions and clanncatiuns as 
needed Pumt uut to students the dual purpuses uf the Act. 
Tu prevent credit discriminatiun and tu help qualified appli- 
cants ubtain credit Because the Act requires disclosure uf the 
reasur^s) fur credit denial, a cunsumer can dispute credit 
denials and, or negutiate fur new credit terms in urder to 

, obtain credit. 

4 One source of information used by lenders to make credit 
decisions is the credit application Show Transparency 2 and 
explain that it is an application form recommended for use by 
the Federal Reserve System Discuss the credit application 
using the questions below: 

a Is the following information requested, sex, race, religion, 
national origin? [\ T o. Credit applicants cannot be asked to 
reveal such information (except for monitoring purposes 
in real estate credit) ] 

b Why does the application furm include a space for the 
applicant's birthday if a creditur cannot use age as a basis 
for denying credit? [Creditors need to know an applicant's 
age in order to verify that he she is old enough to enter 
mto a legal contract] 

c Dues disclusure ukthe number and ages uf dependents 
allow creditors to guess an applicant's marital status? 
[Perhaps, but such information is important in judging 
whether an applicant's income is sufficient to repay credit ) 

d When is a credit applicant required to reveal alimony, 
separate maintenance, or child support payments? [Pay- 
ments made by a spouse or former spouse must be 
disclosed if an applicant will be relying on them to repay 
credit In evaluating an applicant, a creditor may consider 
the reliability of such payments as well as the Credit- 
worthiness of the person making the payments.) 

e What income cuuld a credit applicant list undor "other 
income?" [Pension or retirement income, aid for depen- 
dent children, social security payments, welfare pay ments, 
etc A creditor must consider an applicant's other in- 
come— if it is reliable— regardless of the source Again, a 
credit applicant need* not list income that will not be relied 
on for repayment ] 

f Why is an applicant for joint credit required to reveal 
his/her marital status and information about the joint 
applicant or user? [The 'creditor needs this information in 
cyder to record and report* the account's payment history 
in both spouse's names.] 

„g On a secured loan, specific property may be repossessed 
by a lender if the borrower does not pay Applicants for 
secured credit must always reveal their marital status 
Why** [Tins information is needed because a spouse or a 
former spouse may have a legal interest in the property ] 
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Topic 3— Eighteen or Sixty-Two— 
What Ardour Credit 
Rights? X 

Objective. Student can distinguish between credit denied 
illegally on the basis of an applicant's age and 
credit denied because of insufficient income or \ 
lack of a good credit history Student will know 
how creditors must rate an elderly person's age if 
they use a credit-sconng system 

Materials Needed: , ^ 

Gase Study 1 

Transparency 3— "Credit and Age" 
•Transparency 4— "Scoring Age" 

Directions: 

1 Assign Case Stud) 1, which describes three instances ut 
credit being denied to younger or older consumers As a 
class, discuss student responses to the questions following 
each of the three cases (See "Answer Key"] Be sure students 
understand the difference between denying credit because of 
a person's age and denying credit because of insufficient 
income or lack of a credit historv 

1 e 

2 Using Transparency 3, discuss "rules' that go\em how credi- 
tors can and cannot use an applicant's age to deny credit or 
change credit terms Students should be asked to identify «the 
"rules" which apply to each case in Case Study 1 [Case 1 
none, Case 2 ailes 2, 3, Case 3, rules 1, 4.] 

3. In the past, some creditors used age routinely to determine 
creditworthiness They believed that applicants under 30 
' years of age were more likely to default than older applicants 
(those 30-50 years old) They also believed olcler persons 

- (60-65 years old) were more likely to default than younger 
persons because of health reasons, retirement, etc Show 
Transparency 4, which illustrates how age was "scored" in a 
hypothetical credit-sconng system before the Equal Credit 
Opportunity Act In this example, persons over 59 years of 
age are given fewer points for their age than persons 30-59 
yearj^of age Under the current law and regulations, creditors 
must assign at least as many points to an elderly person's age 
(62 and over) as they assign to the age of any person who is 
younger Ask students what needs to be changed on Trans- i 
parency 4 in order for the credit-scoring system to complv 
with the age provisions of the Equal Credit Opportunity Act 
Use a grease pencil to make changes on the transparency 
[5ee "Answer Key "] 



Topic 4— The Credit Rights of Women 

Objective: Student will be able to identify instances in which 
credit is denied because of an applicant's sex or 
marital status Student will know* how the Equal 
Credit Opportunity Act helps women establish 
and protect their credit histories 



Materials Needed: , < 
Case Study 2 ♦ 
Transparency 5— "Credit Rights of Women" 
Transparency 6— "Freedom of Choice" 

Reading 2 (OptionalV-'The Problem of the O £J 

Disappearing Credit Histo/y" xM 
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Directions: 

1 Divide the class into small groups and assign Case Study 2 
Each group should read the three cases and answer the 
questions regarding whether credit has been denied on the 
basis of the applicant's sex or marital status. When students 
ha\e completed their work, ask each group to tell the class 
how it answered the questions and Jo explain why. [See 
"Answer Key."] 

i Show Transparency 5, which lists ten "rules" pertaining^spe- 
Cifically to the credit rights of women Ask students to identi- 
fy provisions which apply to the situations described in Case 4 
Study 2 [Case 1: rules 1, 5; Case 2: rules 5, 6, 7; Case 3: rule 5.] 

3 The- Equal Credit Opportunity Act prohibits creditors from 
requiring a spouse to cosign for individual, unsecured credit 
and, thus, be liable fdr the debt Show Transparency 6, which 
illustrates the advantages and disadvantages,of cosignmg a 
loan or disclosing support payments. Under the Equal Credit » 
Opportunity Act, a creditor can require a consumer to dis- 
close alimony or child support payments that will be relied 
on for repayment 

4 The importance of haung a good credit record and how 
consumers can protect their credit records are covered in 
Section 3— The Fair Credit Reporting Act However, the 
Equal Credit Opportunity Act also contains provisions to 
protect the marned woman from the "disappearing" credit 
history Use (optional) Reading 2 to inform women of their 
nght to separate credit histories and what to do if they have 
used or are using credit accounts openpd prior to June 1977 



Topic 5— What If You're Denied Credit? 

Objective: Student will know what information a creditor is 
required to give a rejected credit applicant Stu- 
dent' will know what steps to take to dispute 
adverse action taken on a credit application 

Materials Needed: 

Flow Chart— "What If You're Denied Credit'" 
"Statement of Credit Denial, Termination or Change" 

Directions: - 

1 In addition to prohibiting creditors from asking certain ques- 
tions or denying credit on the basis of prohibited information, 
the Equal Credit Opportunity Act requires creditors to reveal 
their reasons for denying credit Consumers may then dis- * 
pute a creditor's action and or identify errors If the reason 
for credit denial is valid, the consumer will know what to < 
change in order to qualify for credit in the future (establish a 
credit record, increase income, pay off debts, etc) 

2 Distribute to students the flow chart "What If You're Denied 
Credit'" Use the chart to discuss what rights consumers have 
when they are denied credit and what action they can take 
Ask students how they would know whether the reason 
given for denying credit 1s valid or invalid For example, 
suppose you have lived in town one year, and a creditor 
gives you as the reason for denying credit, "too short a 
period of residence " Is that a valid reason or is there another, 
perhaps discriminatory, reason for the credit denial' (With- 
out knowing a particular creditor's policies, a consumer can- 
not easily judge whether discrimination has occurred An 
attorney or a federal agency can review—at the consumer's 
request— other files to see if the consumer has been treated 
differently from other applicants ) 
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3 Distribute to students copies of the Statement of Credit Denial, % 
Termination or Change Point i)ut and discuss the following 
parts* of the notice: 

(1) Descnptjon of adverse action taken (denial termination, 
or change of credit terms) 

(2) Principal reason (s) for adverse action concerning credit 
(If a creditor does not disclose the reason (s) for denial, 
you must be told you have the right to request ho 
reason (s) within 60 days) 

(3) Disclosure of use of infurmation from an outside source 
(See Section 3— The Fair Credit Reporting Act, Topic 2) 

(4) Statement of rights under the Equal Credit Opportunity 
Act \ 

(5) \ ? ame and address of thg federal enforcement agency 
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Topic ^-The Economics of the 

Equal Credit Opportunity Act 

Objective' Student can identify how the Equal Credit Oppor- 
tunity Act provides an economic incentive for 
creditors to evaluate credit applicants on the basis 
of their individual circumstances Student is aware 
of the regulatory costs of the Equal Credit Oppor- 
tunity Act and how these costs may affect credi- 
tors, credit users, and consumers in general 

Materials Needed: 

Transparency 7— "A Delicate Balance" 
Case Study 3 

Directions' 

1 The Equal Credit Opportunity Act distinguishes between (1) 
information creditors need to make good credit decisions and 
(2) information not related to credit applicants' creditworthi- 
ness that may negatively affect *their chances of obtaining 
credit Show Transparency' 7, which illustrates hovv the law 
attempts to strike a balance between the needs of the creditor 
and the concerns of the consumer Point out to students that '~ 
in each of the situations listed, the balance reached different 
Some information cannot be asked for under any circum- 
stances. Other information can be asked for in some instances, 
since it might reflect an individual's creditworthiness, but not 
in other instances Some information can be asked for in 
every situation Ask students if it would be feasible to elimi- 
nate all discrimination by limiting the amount of information 

a creditor may obtain [Often sight alone will indicate the sex, 
race, or national origin of an applicant There is no effective 
way of stopping creditors from receiving information in addi- 
tion to what they receive on a written form.] 

2 In order to prevent creditors from obtaining and using certain 
information about an applicant, legal penalties may be im- 
posed if a creditor uses practices or actions that are found to 
be discriminatory. Use th^ questions below to examine how 
the Equal Credit Opportunity Act shifts the "costs"_of credit 
denials from the victim who cannot change his 'her race, 
religion, sex or marital status, age, etc, to a creditonvho can 
avoid legal penalties through compliance with the law 

a before the Equal Credit Opportunity Act, consumers de- 
nied credit for reasons not based on their ability and 
willingness to repay incurred all the "costs" of the credit * 
decision What were some of these costs? [Consumers 



were unable to enjoy the financial benefits of home owner- 
ship or other "investments," such as a college education 
They could not use credit (q take advantage of lower 
prices or to buy desired items now If they used their 
savings to pay ca§h, they would lose their interest income 
They could be denied access to some goods or services, 
such as hotel accommodations or rental cars, even if they 
could pay cash ] 

b Before the Equal Credit Opportunity Act, creditors who 
denied credit for reasons that were not valid incurred few 
or no costs Why not' [Even if creditors missed an op- 
portunity to grant credit to an applicant who could repay, 
there would normally be someone else to whom they 
could extend credit (Interest ceilings kept the demand 
high for credit that was relatively inexpensive ) Creditors 
would seldom lose any interest income as a result of 
denying someone credit Also, creditors could base a deci- 
sion to deny credit on any information they obtained 
about an applicant and not reveal the reason for denial 
Thus, it was very difficult for a consumer to recognize or 
prove when credit was denied for a reason that was not 
valid ] 

c Why do you think that before the Act some creditors 
would deny credit to all persons who were of a certain 
race, religion, nationality, sex, or marital status? [It may 
have been easier and cheaper for creditors to screen out 
"high-risk" applicants on a broad basis— for example, all 
divorced persons — than to analyze each individual's situa- 
tion And, as mentioned before, there always was some- 
one else to whom they could extend credit ) 

d How does the law prevent creditors from denying credit 
on the basis of the rate of default for all persons who are 
members of a certain race, religion, nationality/ sex, marital 
status, etc , rather than on the basis of an individual's 
ability and willingness to repay? [Creditors now can incur 
legal penalties if they deny credit on the basis of informa- 
tion nut related to an individual's creditworthiness Thus,* 
there is an economic incentive for a creditor to evaluate 
each credit applicant on an individual basis rather than to 
screen out all "high-risk" applicants | 

e Creditors can incur other costs as thev comply with the 
provisions of the Equal Credit Opportunity Act These 
regulatory or compliance costs, as they are called, include 
the costs of changes creditors had to make to erysure that 
their advertising, application, interviewing, evaluation, and 
notification procedures are legal Do you think consumers 
are affected by the compliance costs incurred by creditors? 
If so, explain [Yes Everyone's taxes help pay the costs of 
■ any government regulation- l n addition, consumers may 
pay higher prices for credit or, possibly, higher pricesVi 
general because of the compliance costs incurred by credi- 
tors Or creditors may decide to supply less credit to 
consumers because of their increased costs Consumers 
also may incur costs in the course of exercising their legal 
rights] ' 

Distribute Case Study 3 to students This may be assigned to 
students individually or as a class Students are to read each 
case and identify the ''economic costs" to the creditor and the 
consumer of credit denial hfotc (Case 1) and aftet (Case 2) 
passage of the Equal Credit Opportunity Act When students 
have answered the questions following each case, go over 
their responses. [See "Answer Key "] ^ 
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AnswerKey 



Pretest , 

1 FuU The "three Cs of credit" 
refer to an appIicantV^capautv 
to pav," "character/' and "col- 

* lateraT' and are used by credi- 
tors to evaluate creditworthi- 
ness 

2 True A creditor ma\ require 
applicants for joint or secured 
credit to state w hether they are 
"married/' "unmarried," or 

» "separated" A creditor may 
not ask unmarried applicants 
to reveal if they arc single, di- 
vorced, or widowed 

3 Ful^c A creditor may ask an 
applicant's age to establish that 
he she can legally enter into a 
contract or determine how age 
may affect repayment 

4 Fill-*- Although creditors can- 
not deny credit solely on the 
basis of an applicant's age, sex, 
marital status, race, color, reli- 
gion, or national origin, credit 
can be denied to anyone who 
is not creditworthy 

5 FiiU' A creditor is required to 
tell consumers why credit was 
denied or that they have the 
right to request the reason 
within 60 davs 

6 Fake Alimony or child sup- 
port payments need to be re- 



v ealed onlv if a consumer w ill 
be rehing on them tu repav 
credit 

7 Irue A creditor cannot deny 
credit on the basis of a person's 
age, however, the specific 
amount and repav ment terms 
ma> be changed tu protect the 
creditor against possible losses 

8, FnU' If a consumer is credit- 
w or thy, a creditor cannot deny 
credit because he she has ex- 
ercised rights under the federal 
consumer credit protection 
laws 

True Creditworthy persons 
who may have been discour- 
aged from applying for credit 
or denied credit because of 
their age, sex or marital states, 
race, religion, national origin, 
or source of income are now 
able to apply for and obtain 
credit 

10 rnu Creditors may shift to con- 
sumers some or all of the addi- 
tional costs incurred as a result 
of the Equal Credit Opportuni- 
ty, Act These costs include pos- 
sible legal costs as well as the 
costs of complying with the 
law 



Applicant! (a) capacity to pay, character; (b) character, 

(c) capacity to pay; (d) not valid, * i v 
, (e) capacity to pay, collateral 

Applicmt2 (a) capacity ttf pay, (b) not valid, (c) character, 

(d) collateral (also capacity to pay if mortgage payments 
are a large percentage of disposable income), 

(e) character, capacity to pay 
Applicant 3 (a) not valid, (b) not valid, (c) character, 

(d) not valid, (e) not valid 
Applicant 4 (a) not valid; (b) character; i 

(c) capacity to pay, character, (d) capacity to pay collateral, 

(e) not valid 



Top 1 ' j uase Stud/ 4 
Case 1: 

The bank probably decided to require a cosigner because of John's lack of 
employment and credit history and not because of his age A young 
person often has not yet established creditworthiness However, the Jaw 
requires that a creditor evaluate each applicant on the basis of the 
individual circumstances Credit cannot be denied solely on the basis of a 
person's age 

Case 2; 

it appears that thefernandos were denied credit because they were over 
62 and living on retirement income A creditor cannot legally denv credit 
because an applicant ismot eligible for credit-life insurance or is no longer 
employed If the Fernandos' income is less than the amount required for a 
"Supertraveler" credit card, however, the credit card company may 
IwaHv Hony them credit 



Case 3: * 

It appears that Mrs Stone has been denied overdraft protection because 
she has reached age 62. A creditor cannot legally close or change the 
terms of a credit account or requrre a m»w application solely on the basis of 
a person's age Only if it can be shown that Mrs Stone, upon reaching age ' 
62, is unable or unwilling to repay can she be denied credit If Mrs Stone 
had just reached retirement age, the credit option on her account could be 
terminated if her income v\as insufficient However, the financial hROrtu- 
tion would be required to consider all reliable retirement income 



'Top.': i 

Under the Equal Credit Opportunity Act, the age of an elderly applicant 
(62 years ur older) must be scored at least as high as the age uf any 
vounger applicant The credit-sconng system shown on Transparency 4 
must be changed as shown below to comply with the law . 

' Points Assigned to Age 
By Credit-Scoring System 
0 
1 

2 . 
- 3 
3 
2 
3 



Age of Applicant 
15- 19 years 
20-24 years 
25-29 years 
30-49 years 
50-59 years 
60-67 years 
GZ^years and over 

(An elderly person's age must be scored as high as the age of a perbon who is 
between the ages ot 30 and 59 ) 



Case 1 : 

Amy was denied an individual credit account w*th Good Value Stores 
solely because of her new marital status This is prohibited by law A 
married woman has the right to open and maintain a credit account in her 
own legal name (maiden name, husband's surname, or combined sur- 
name) as long as she is creditworthy 
.Case 2: 

By x -not considering Ms Allison's alimony and child support payments, 
the tank may be treating her less favorably because of her marital status 
and sou rct^ of income All reliable sources of income must be considered 
by a creditor who is evaluating an applicant's ability to repay The bank 
may require evidence that her earned income and payments received 
from a former spouse are reliable, and it may deny credit if her income is 
insufficient 
Case 3: 

Without being given other facts, we cannot know if credit was denied^ 
legally or illegally The legal test for discrimination is whether the women 
have been treated less favorably because of their sex or marital status The 
sexist remark by the loan officer implies that they may have been denied 
credit on the basis of their sex However, such a remark does not prove 
discrimination If it could be shown that the bank had granted loans in 
similar circumstances for male-owned businesses, discrimination would 
be proved * 
\ 
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Case 1 ; 

1 H-ank Daid S 1,000 more to buy the car with cash than he would 
have paid using credit. In addition, he may have lost interest and 
dividend income bv converting "assets" to cash 

2 The bank incurred the cost of processing an application for a loan 
that was not granted 

Case 2: 

1 iMr Thompson spent time" learning about his rights, writing to the 
creditor to learn the reason for credit denial, and arranging and 
attending a meeting at the bank Mr Thompson also had to pay his 
own transportation expenses 

2 The bank spent time notifying Mr Thompson that credit was denied, 
responding to his request fof the reason (or denial, meeting with him, 
and processing his application a second time' The bank also paid the 
postage to notify him of its decision and the reason for its decision 
Besides the costs specific to this transaction, the bank also incurs the cost 
of continually monitoring its procedures to ensure that they comply 
wrt^<4;elaw *- 
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Sec. 2— The Equal Credit Opportunity Act 
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• / 

Pretest 

V 

Directions: Circle T" if the statement is true; circle "F" if the statement is false 

T F 1 . The "three Cs of credit" used by creditors in declining to grant or deny credit 
to a particular applicant are cost, conditions, and collateral. 



T F 2. In certain situations a creditor may ask a credit applicant if he/she is married, 
unmarried, or separated. 



T F 



T F 



3. Because it is illegal to deny credit on the basis of age, a creditor may not 
request an applicant's date of binth. 



4. A person who is a member of a minority has the tight to be granted credit by 
any creditor to whom he/she applies. * 



T F 5. Rejected predit applicants have no way of learning the actual reasons why 
they have been denied credit. 



T ^ F 6. A credit applicant must reveal to a potential creditor &ny alimony or child 
support payments received from a former spouse. 



T F 7. A creditor may require a higher down payment or a shorter repayment 
period yyhen extending credit to a person who is 62 years or older. 



T F 8. A consumer who takes legal action against a creditor will probably be 
denied credit in the future by other creditors. 



T - F 9. The Equal Credit Opportunity Act may help people otftain credit who previ- 
ously were denied credit. * ° 



T F 1 0. As a result of the Equal Credit Opportunity Act, consumers may pay higher 
prices for goods or services or higher interest rates on credit. 
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Sec. 2— The Equal Credit Opportunity Act 
Topic 1 , Transparency 1 
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• 

f 

•» 


yThe3Cs of Credit 

Capacity Can You Repay the Debt? 


i 


o 

% 


(Dedication? 

Place of employment? 

How reliable is your income? 

Salary? 

uo you nave any otner sources ot incomer 


Income 




Number of dependents? 

Do you pay alimony or child support? 

Current debts? 


Expenses 


• 


\ 
\ 

Character Will You Repay the Debt? 






Have you used credit before? - 

For what purpose have you used credit? rvoHit uictr*™ 
Do you pay your bills on time? v^reaii nisiory 

Do you live within your means? 




How long have you lived at your present address? 
Do you own your home? 
How long have you been employed, by your 
present employer? 


Stability 



1* 
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Collateral What If You Don't Repay the Debt? 



What assets do you have to secure the loan — car, home, 
furniture? 

What sources do you have for repaying debt besides income 
— savings, stocks, bonds, insurance? 
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Sec 2— The Equal Credit Opportunity Act 
Topic 1 , Simulation 



Who's a Good Credit Risk? 



Directions: Each applicant described tjelow has applied for a $4,000 loan to purchase a more 
fuel-efficient automobile. Imagine you are loan officers at a financial institution, and 
you must decide whether to approve or deny loans for each of the four applicants. 
You have been given five pieces of information about each applicant. Using this 
information, evaluate each applicant's ability and willingness to repay and make the 
"best" decision you can. 



Applicant 1 

a. "Has ten charge accounts" 

b. "Address has not changed for five years" 

c. "Has six children" 

d. "62 years old" 

e. "Owns stock" 

Action Taken on Loan Application: 



Approved 
Reason for Action Taken 



Denied 



(circle one) 

r 



Applicant 3 

a. "Receives public assistance payments" 



b. "Divorced" 

c. "Pays bills on time" 

d. "Works part-time" 

e. "Female" 1 * 

Action Taken *on Loan Application: 



/ 



Approved Rejected 
Reason for Action Taken: 



(circle one) 



Applicant 2 

a. "Annual income of $25,000" 

b. "Caucasian" 

c. "Installment loan payments are delinquent" 

d. "Owns or is buying a home" 

e. "Has an overdrawn checking account" 

Action Taken on Loan Application: 
Approved Rejected (circle one) 
Reason for Action Taken: 



Applicant 4 

a. "21 years old" 

b. "Has no credit history" 

c. "Has been on present job for 10 months" 

d. "Has a savings account" 

e. "Mexican-American" - 

Action Taken on Loan Application: 
Approved Rejected (circle one) 
Reason for Action Taken: 



\ 
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ThefEqual Credit Opportunity Act 
Reading 1 




Your Equal Credit Opportunity Rights 



A creditor is prohibited from discriminating against you on the 
basis of: - I & 

• age; 

• sex or marital status; 

• race, color, religion, or natural origin; 

• reliance on income from a public assistance program; 

• a "good faith" exercise of your rights under the federal 0 
consumer credit protection laws. 

7 ■■ 




A creditor cannot discourage you from applying forWedit if yo^ 
are a reasonable applicant. ; 
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Sec, 2— The Equal Credit Opportunity Act 
Topic 2, Reading 1 




The application form must only ask for information permitted 
by law. A creditor cannot ask: 



• your sex;* 3 4 

• your race, color, religion, or national origrn (may ask immigration 
status);* 

•about your birth control practices or your capability or intention to 
have children; ' ' '-v 

• your marital status in applications for, unsecured, individual 
credit; 

• information about a spouse or former spouse except in Gertain 
situations. 



*This information must be asked for monitoring purposes in real estate credit. 
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Sec. 2— Tha Equal Credit Opportunity Act 
Topic 2, Reading 1 




In evaluating your application, creditors: 

• cannot ignore income derived from a public assistance program, 
retirement income, or part-time employment. 

• cannot consider aggregate statistics about the likelihood of - 
certain groups bearing or rearing children. 

•' cannot automatically deny credit because you are an elderly person. 

• must consider credit history of accounts that you have used or are 
liable for, if they customarily review credit histories. 




If a creditor denies you credit, he/she must notify you within 30 
days and provide: • 

• a statement of reasons for the denial of creditor inform you of your, 
right to receive such a statement). ' 1 

• an explanation of the. Equal Credit Opportunity Act. 

• the name and address of the agency which enforces the Act. 
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Sec. 2— The Equal Credit Opportunity Act 
Topic 2, Reading > ; 



Y 




If a creditor grants you credit, he/she: 

• must allow you credit in your own name (including birth-given or 
combined surname). 

* 

• cannot retire a spouse, to cosign the note. 

• mtfst keep joint account records which show that both spouses, 
use credit or hafe'coslgned the note. 




If you believe the creditor has denied you credit illegally, or has 
otherwise violated the law^you may: 

" • notify thejederal agency^which supervises the creditor., 

• sue for actual and punitive damages' (including attorney's 
fees and costs) * * , • , 



*URto $10,000 in an individual action, orjhe lesser of $500,000 or 1% of the creditor's net' 
worth in a class action... / « 



Sec 2— The Equal Credit Opportunity Act 
Topic 2, Transparency 2 



^Credit Application 



Section A— Information 'Regarding Applicant 

Full Name (Last, First, Middle):. 

Present Street Address: » 

K)ity: ^ : , ■■ ; - State: Zipu_ 

Social Security No.: 

Previous Street Address: 

City: ____ State:. 

Present Employer: 
Position or title: : 



.Birthdate: ^ / 
_ Years there: 



Driver's License No.: 



Years there: 



Zip: 



Years there:. 



Telephone:. 



Nameo^supervisor:. 



Employer's Address: - 

Previous Employer: ' 

Previous Em ployeris Address: 

Present net salary or commission: $_ 



Years there: 



per. 



.. No, Dependents:: 



Ages: 



Alimony, child support, or separate maintenance income need not be revealed if you do 
not wish to have it considered as a basis for repaying this obligation. % 



Alimony, child support, separate maintenance received under: 
court order □ written agreement □ oral understanding □ 
Other income; $ per Soufce(s) of other income: _ 



Is any income listed in this Section likely to be reduced in the next two years? 
□ Yes (Explain in detail on a separate sheet.) No □ 

Haveyou ever received credit from us? When? Office: 

Checking Account No.: . Institution and Branch: 

Savings Account No.:_ Institution and Branch: , 

Name clearest relative 

not living with you: Telephone: 

Relationship: 



, Address:. 



Section B— Information Regarding Joint Applicant, User, or Other Party 

(Same information as requested for Applicant in Section A.) 

Section C— Marital Status 

(Do not complete if this is an application for an individual account.) 

Applicant: □ Married □ Separated □ Unmarried (including single, divorced, and widowed) 
Other Party: □ Married □ Separated □ Unmarried (including single, divorced, and widowed), 

Section D— Asset and Debt Information 



erJc 



45 



33 



Sec. 2— The Equal Credit Opportunity Act 
Topic 3 



Case Study 1 



Case 1 : 

John Jones, a recent college graduate, has 
accepted a teaching position at Greenstown 
High School. Johp moves to Greenstown and 
applies for a car loan at a local bank. He has 
never used credit or obtained a loan. The bank 
notifies bim that it will not approve the loan 
unless he has a cosigner. , 

Has the bank denied credit on the basis of 
John's age? 

\ 



V 



Case 3: 

Mrs. Stone received a letter from her financial 
institution which included the following state- 
ment: 

When you opened your account, we ex- 
plained why it was necessary torestrict , 
the "check-credit" account to persons un- 
der 62 years of age. Our records indicate 
youtiave now reached age 62. We must 
ask that you stop writing checks immedi- 
ately. 

The lettef continued, stating Mrs. Stone could 
open a new transaction account, however, with- 
out the line of credit." 

Has the financial institution denied credit on 
the basis of Mrs, Stone's age? 



Case 2: 

Mr. and Mrs. Fernando were both employed 
for over 40 years. They have recently retired 
and have a retirement income consisting of 
pensions, social'security, and N interest income. 
The Fernandos want a "Supertraveler" credit 
card to use when they travel to Acapulco next 
year, and they apply at the local Supertraveler 
office. Their credit application is rejected be- 
cause, they are told, they are not employed • 
and are ineligible for credit-life insurance. 
(Credit-life insurance repays credit if the bor- 
rower dies.) 



Has the credit card company denied credit on 
the basis of Mr. and Mrs. Fernando's age? 



\ 
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Sec 2— The Equal Credit Opportunity Act f 
Topic 3, Transparency 3 

Credit and Age 

A Creditor Cannot: 

1. Deny credit because you have reached a certain age. * 

2. Deny credit because "you are not employed if you +iave 
adequate penston or other retirement income. 

3. Deny credit because you are not eligible for credit-life 
insurance. 

4. Close or change an -account, or require you>to reapply 
because you have reached a certain age or have retired. 



A Creditor Can: 

5. Close or change an account, or require you to reapply, if 
there's evidence you are unwilling or unable to repay. 

6. Require more collateral, a larger down payment, or a shorter 
repayment period on a loan if you are an elderly person. 
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Sec. 2— Thre Equal Credit Opportunity Act 
Topic 3, Transparency 4 



Scoring Age 1 



Number of Points 
Credit Applicant's Assigned to 

Age ^Applicant's Age 

15-1 9 yrs. * 0 

20-24 yrs. 1 

25-29 yrs. 2 

30-49 yrs. * 3 

50-59 yrs. , * 3 

60-64 yrs. 2 

65 yrs. and over 1 



"A ipytfothetical "scoring" of age in a credit-scoring 
system prior to the Equal Credit Opportunity Act. 




Sea 2— The Equal Credit Opportunity Aci 
Topic 4 



Case Study 2 



Cateel 

Amy Sweet recently marged. AcqJ h^s been- 
_ employed for the past five yfedrs at the same ^ 
company. She plans to continue working. . 

Amy is* notified by Good Value Stores that her 
individual credit account, which she opened 
three years ago, will be closed. She is told that 
she'and her husband must reapply for credit 
because Good Value requires all married per- 
sons to have a joint account. 

Did Good Value deny credit on the basis of Ms. 
Sweet's sex or marital status? 



Case 3 

Mary McGurr^tn and Maria Garcia own and 
operate a construction company which special- 
izes in remodeling older homes. Both are in 
their late twenties and unmarried. They have 
run the company successfully for seven years 
and have received several loans guaranteed 
by the Small Business Administration. When 
they call on their bank about a loan to con- 
struct a new headquarters, the banker balks. 
Mr. Brink, the loan officer, says that without the 
SBA guarantee, the bank would never 'lake a 
chance on two 'little girls fixing up houses in 
their spare time." The vice-president of the bank 
apologizes for Mr. Brink's comment, but the 
loan is denied, 

Did the bank deny credit on the basis of Ms. 
McGurran's and Ms. Garcia's sex or marital * 
status? 



Case 2 

Joyce Allison rs divorced and has two young 
children. She t^kes care of her children during 
the day and works evenings as a waitress* Ms. 
Allison also receives alimony and child supports- 
from her former husband. 

She applies for a car loan at her bank, but her 
application is rejected. The bank will only con- 
sider earned income, not alimony or child sup- 
port payments. Joyce's income as a waitress is 
"insufficient" for her to qualify for the loan, so 
she is denied credit. 

Did the bank deny credit on the basis of Ms. 
Allison's marital status or source of income? 
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Sec. 2— The Equal Credit Opportunity Act 
Topic 4, Transparency 5 

< 

Credit Rights of Women 

A Creditor Cannot 

* 1 . Refuse you individual: credit in your own name. 

2. Require a spouse to cosign a loan. Any creditworthy person 
can be your cosigner if one is required. \ 

3. Ask about your birth control practices or family plans or \ 
assume income will be interrupted to -toe children. 

4. Consider whether you have a telephone listing in your own 
name. 

A Creditor Must; 

5. Evaluate yoi/on the same basis as applicants who are male 
or who have a different marital status. 

6. Consider income from part-time employment. 

7. Consider reliable alimony, child support, or separate 
^maintenance payments. 

8. Consider payment history on all joint accounts which 
accurately reflects your credit history. 

9. Report payment history on an account if you use the account 
jointly with your spouse. 

1 0. Disregard informationon accounts if you can prove it does 
not reflect y6ur ability or willingness to repay. 
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Sec. 2— The Equal Credit Opportunity Act 
Topic 4, Transparency 6 



Freedom of Choice 




They'll know 
I'm divorced . . 

Approval may depend on 
how reliable the payments 
are . . . 




Should I Reveal Child Support Payments? 



r 




It'll help me establish 
a credit record . . . 

It may help me obtain 
credit in my own name . . 



I'll be liable for 
the debt... .« 

Failure to repay may 
damage my credit record 




Should I Cosign His Loan? 
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Sec 2— The Equal Credit Opportunity Act 
Topic 4, Reading 2 (Optional) 



The Problem of the Disappearing Credit History 



-r 



In Section 1, we saw that establishing a good, 
credit history is very important to the creditors to 
whom you apply. The Equal Credit Opportunity 
Act was passed partly because credit history was 
collected and reported differently for married 
women and men. Many credit bureaus would 
routinely collect information on the use of joint 
accounts in the husband's name only. As long as 
the couple remained married, and the woman did 
not want separate credit, this practice usually did 
not present problems. If the man died, however, 
the woman would find that she had no credit 
history, despite years of good bi[l-payiog habits. If 
the couple divorced, the man would fletain the 
credit history which they establishetf^OTether,- 
and the worpan would be forced to sta(t again 
building a good credit record. When a vsjoman 
who was married, widowed, or divorsefjtapplied 
for individual credit based on her own assets and 
income, she would appear to have no credit his- 
tory. The Equal Credit Opportunity Act j Addressed 
this problem of the "disappearing" credfrhistory. 

The easiest solution to this problem was for credi- 
tors to report information on joint creqft accounts 
to credit bureaus in the names of botlfy spouses. 
Credit bureaus would then establish separate 
credit records for each spouse. Beginning on 
June 1, 1977, creditors and credit bureaus were 
required by law and regulation to establish 
these procedures. Over time, therefore, the sys- 
tem should be corrected to accurately reflect 
the credit use for each spouse. 

However, many women continu&to use joint 
accounts issued before June 1j977, and con- 
tinue to pay on loans existing befope June 



1 977. In order to ensure that the credit history 
on these accounts is not lost, those women 
probably need to take some affirmative action. 
The first step is for a woman simply to review 
information currently on file at her local credit 
bureau to determine the extent of the problem. 
If her credit history is incomplete, she should: 

1. Contact creditors not included in her file 
and ask that they begin reporting informa- 
tion in both spouses' names, or 

2. Tell the credit bureau that the file is incom- 
plete and provide them with names of the 
missing creditors. 

These steps-should be taken prior to the time 
a woman applies for credit in her own name. 
When a woman does apply for credit, the credi- 
tor must look at all accounts or loans she has" 
used or has cosigned, if the information is avail- 
able. If requested, the creditor may disre- 
gard bad accounts which appear in a woman's 
credit history if she cgji show she never used 
or was not responsible for these accounts. A 
woman can also request that a creditor con- 
sider an account which doesn't appear in her 
credit history, if^she can fjrove'it accurately 
reflects her creditworthiness. ' 

Consumers who have yet to establish credit 
will now automatically be given the credit his- 
tory for accounts which they and their spouses 
will use or for which they will be liable. This 
protection is very recent, however. Other conv 
sumers may need to take specific actionto 
ensure that their credit histories accurately re- 
flect their use of credit. 
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What If You're Denied Credit? 

You receive written notifi- 
cation that credit has 
been denied and the 
reasons for denial* 



You believe the reason(s). 
for denial are valid. 



t 



V- 



r 



You are not sure if the 
reason for denial is valid 
or invalid. 



i 

ditc 



You believe the reason for 
credit denial is invalid, and 
the creditor has discrimi- 
nated against you. 



Ask the creditor to clarify 
the reason for denial. 



r 



Notify the federal enforce-- 
ment agency whose name 
you were given. 



Hire a private attorney to 
file suit against the 
creditor. 



i 



i 



The federal enforcement 
agency wrfl investigate 
and report back to you. 



If the court finds discrimi- 
nation, the creditor must 
pay you actual damages 
plus punitive damages. 



T 



Ask the creditor if you can 
provide additional informa- 
tiort or arrange alternative 
credit terms. 



Apply to another creditor 
whose standards may be 
different. 



Take steps to improve 
your creditworthiness (i.e., 
increase incbme, reduce 
spending, pay bills on 
time) and reapply. 
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*lf acreditor receives no more than 150 applications during i calendar year, the disclosures may be oraL 
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Sec. 2— The Egual Crfedit Oppbrtumty Act 
Topic 5 . 

0 



EMPLOYEES' CREDIT UNION ■ 

Statement of Credit Denial, Terminationvr Change 



123 Elm Street * 
«£> ,.Goodtown t USA 
876-5432" 



Date 



, Applicant's Name y, ^ . 




Description of atfount, transaction or requested cred/t 


a 
/ 




Description of adve^^iciion taken 




i 1 


* Principal Reason(s) for Adverse Action Concerning Credit 

$ , 

1 : , 



2; 

□ 
□ 
Q 
□ 



Credit application incomplete 

Insufficient credit references , 

Unable Jo venfy«cred»i references 

Length of employment 

Temporary or irregular employment 

Unable to venfy employment 

Insufficient income. 

Excessive obligations 

Unable to verify income* 

Too short a period of Residence 

Temporary residence. 

Other specify _ 



□ Unable to verify residence. 
ED No credit file- 

□ Insufficient credit file. * ; 
Q Delinquent credit obligations 

□ Garnishment, attachment, foreclosure, re possess ion /or suit. 
- □ Bankruptcy 

"O Inadequate collateral 

□ We do*not grarrt credit to any applica nt on the terms and 

conditions you request. 



^Disclosure inapplicable. 



Disclosure of Use of Information Obtained From an Outside Source 



. □ Information obtained in a report from a consumer rggo^tifig agency 



Name: 



\ 




□ Information obtaine d from ap gtftside source other than a consumer reporting agency Under the Fair Credit Reporting Act, you 
have the right to mlKe a rtrrijen request, within 6b days of receipt of this notfce, for disclosure of the nature of the adverse information, 

^ The Federal Equal Credit Opportunity Act prohibit creditors frpm discriminating against credit applicants on the basis of race, color, 
religion, national origin, sex» marital status, age (providing that the applicant has the capacity to enter into a binding contract)., be- 
" jse all oMart oMhe applicant's income derives from any public assistance program, or because the applicant has in good faith 
any r ^ ~ ' - ~ - — - 



ca^se all oflfcrt oMhe applicant's mc 
- . >^xercised any right under the Consunr 
ceming this crjeditor is the Federal Tr 



mer Credit Protection Act The Federal Agency that adry1»niStor.s compliance with this law c6n- 
" ad$ Commission, 55 East Monroe Street, Suite 1437, Crtkagb, Illinois 60603., £> 



/ 5 
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Sec. 2— The Equal Credit Opportunity Act 
Topic 6, Transparency 7 



-1 



A Delicate Balance 



□ 



Creg'itor'sTigh't to obtain infor- 
matioriswriich may indicate a 
consumer's willingness or 
ability to repay. 



J_L 



f 



Consumer's fearthat informa- 
tion obtained will be used to 
discriminate against him or 
her. , " ' 




Under the Equal Credit Opportunity Act . . 

• A creditor cannot ask a person's race, religion, sex, 
or oational origin. 

•A creditor can ask a person's marital status in some 
instances and can always ask the number of de- 

• pendents. 

• A consumer has the option to disclose monies, qe-, 
ceived from alimony or child support. • ' ► 

•A creditor can always ask an applicant's age. 
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Sec. 2— The Equal Credit Opportunity Act 
Topic 6 



Case Study 3 



% 



uVcr 



Case 1 : Before the Equal Credit 
Opportunity Act 

Frank Thompson, a retired businessman, de- 
cided to purchase a new car on sale for '$9,000. 
He applied for a loan at his local bank Three 
weeks later he was notified that his application 
had been rejected. He called the bank to find 
out why hisJoan application was not approved 
and was told he did not qualify for the loan? 

Frank applied to another creditor and again 
was turned down. At this point, he sold some 
shares of stock and cashed in some bonds so 
he could pay cash for the car. Since he had, 
first applied for a loan, the sale price was no 
longer good, and he had to pay $1 0,000. 

1. What costs did Mr. Thompson incur as a 
result of being denied credit? 



Case 2: After the Equal Credit / \ 
Opportunity Act 

Frank Thompson applied for'an automobile loan 
. at his bank. He planned to purchase a $9,000 
car with a down payment of $1,500. Ten days 
after he submitted his application, he was noti- 
fied in writing 'that the loan was not approved. 
The notice included a statement of his rights 
under the Equal Credit Opportunity Act. Exer- 
cising those rights, Frank wrote to the bank re- 
questing the reason for his being denied credit. 

f , 

The bank answered his letter promptly telling 
him that he had not been granted the loan 
because of "insufficient income." Frank ques- 
tioned this because, in addition to his pension, 
he received socjal security payments and in- 
terest and dividend income. He called the bank 
to arrange a meeting to discuss the situation. 
That week he met with the loan officer and 
presented evidence of his additional income. 
The loan officer realized the bank had not con- 
sidered all his income sources. He would qualify 
for a loan; however, they would require a larger 
down payment— $2,500Mo reduce the month- 
ly payment amount. 



2. Assuming Mr. Thompson would have repaid 
the loan, what costs did the bank incur as a 
result of denying him credit? 



1. What costs did Mr. Thompson incur by ex- 
ercising his rights under the Equal Oppor- 
tunity Acf? 



2. What costs did the bank incur in complying 
with the provisions of the Equal Credit Oppor- 
tunity Act? 
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••Federal Reserve Bank of Minneapolis 



'SECTION 3- 




The Fair Credit Reporting Act . Q 



Introduction 



Until 1969, credit reporting was; very much a 
■ • "mystery^ to most consumers. Some consumers 
- UAiere unaware that reports on their bill-paying 
habits even existed. Even if they did kho^v, they 
* could only guess at what information was in such 
a report/For the majority of consumers who had 
accurate and favorable credit reports, this wasn't 
a problem. But for a significant number of persons, 
the infonnation was wrong and could result in 
being denied credit— or even employment! In 
this section, students will learn what" a credit 
report is ajnd how creditors use the information 
contained' in reports to make credit decisions. 
Using ckse studies, readings^apd flow charts, 
'students wil) learn what to do* if they believe 
credit has been denied on the basis of an inaccu- 
rate credit report r 



Key Concepts 

1/ Credit bureaus collect per- 
sonal and employment data 
on consumers and maintain 
records" of how consumers 
use and repay credit. 

2. Credit bureaus and investi- 
gative agencies provide up- 
to-date information needed 
by Creditors, employers, and 
insurers to make sound busi- 
. hess decisions, 



3. Consumers who are denied 
credit Qn the basis of informa- 
tion contained in a credit 
report must be told the name 



and address of the credit 
bureau wrflch provided the 
information. 

4. Upon request, credit bureaus 
must tell consumers the gen- 
eral substance and nature of 
information contained in 
tneir credit files. 

5. Consumers have the right to 
dispute information in their 
credit reports. Credit bu- 
reaus must reinvestigate dis- 
puted a information, delete 
information that cannot be 
verified, and correct errors. 



- O - 
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Topic 1— Understanding Your 
' Credit Report 

V 

Objective. Student will know wh> credit bureaus exist and 
how thev benefit both creditors and consumers. 
- In a simulation, students will make "credit deo - 
sions" based, on information in a credit report. 

Materials Needed: 

teading 1— "WhaUs a Credit Bureau?" . 
Sample Credit Report 
"Understanding Your Credit Report" 
Transparency J— "Manner of Payment" 
Simulation— "Would You Grant Credit?" 

Directions: 

1 Wnte "credit bureau" un the chalkboard Ask students if the) 
* know what a credit bureau is and what it does Write their 

responses on the chalkboard or poster paper., (This exercise 
may reveal misconceptions students have .about the func- 
tions of credit bureaus.) 

2 Distribute and assign Reading 1. Discuss the reading, ensur- 
ing that students can answer correctly the questions posed at 

• the beginning of each paragraph Define and 
discuss the terms "credit file/' "crediKreport," "credit 
record," "credit rating," etc., as needed 

3. Distribute the sample credit report and "Understanding Your 
Credit Report" to students. As a class, interpret the informa- 
tion in Mr. Consumer's report using the explanations for 
various sections of the credit report 

4 Using Transparency 1, explain how individual credit ac- 

* counts are "rated" T>y credit bureaus. Stress that 1 this rating is 
based only on data received from creditors who have had , 
actual experiences with borrowers These numerical ratings 
du not individually, or m combination, represent a consum- 
er's credit rating Users uf credit reports mav or may not 
assign to a consumer a credit rating based on information 
obtained from a credit report as well as other sources 

5 Using the sample cre,dit report and "Understanding Your 
Credit Report," conduct the simulation as follows Divide the 
class into small groups uf four tu five students, giving each 
group the simulation, "Would You Grant Credit?" As a class, 
read the simulation directions You mav want to review with 
students the "3 Cs of Credit" (Section 2, Topic 1, Transpar- 
ency 1) before thev make their credit decisions Tell stu- 
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dents you wilJ ask each group later what its decision was and 
what information m the credit report influenced its decision 

(Note- It's possible that groups or students within a group 
will not agree on whether Mr Consumer should be granted 
credit Such disagreement reflects what may happen in real- 
life situations The credit granting standards ot different credi- 
tors varv An applicant may indeed be granted credit bv one 
•creditor and denied credit bv another ) 



Topic 2— The Fair Credit 
Reporting Act 

Objective Student will know how a consumer can learn 
what information creditors, employers, and in- 
surers receive from a credit bureau and how 
credit report errors can be corrected Student 
will know when "adverse" information must be 
deleted from a consumer's credit hie 

Materials Needed. 

Rt*ading 2^"Consumers TestiK on Credit Report Errors 
Reading 3^"\our Fair Credit Reporting Rights" 
Transparent 2— Who Has the Stronger Interest 7 " 

Directions: 

1 In Sections 1 and 2, students learned how important it is for 
a consumer to establish credit in his her own name It is 



equallv important that the agencies collecting and main- 
taining credit and other data have accurate information As 
credit use increased and the credit process became compu- 
terized, the potential for credit reporting errors also in- 
creased Assign students all or part of Reading 2 w hich is 
based on testimony concerning alleged credit and employ- 
ment problems of a few consumers prior to 1968 Ask 
indiv idual students to identify specific problems the consum- 
ers testifying had experienced as a result ot not being able to 
venfv or dispute credit information 

2 The Fair Credit Reporting Act, passed by Congress in 1968, 
gave consumers the right to know what specific information 
credit bureaus were providing to potential creditors, em- 
ployers and insurers Under the Fair Credit Reporting Act, if 
credit is denied on the basis of information in a credit report, 
the applicant has to be told the name, address, and phone 
number of the credit bureau providing the information Gi\ e 
each student Reading 3, which summarizes the provisions of 

<f^>^he Act As a class, read and discuss the rights and responsi- 
I fiilitius of consumers, credit bureaus, and report users 

3 Show Transparency 2 This transparent deals with the 
issue of a consumer's right to "start over" after having had 
credit problems The Fair Credit Reporting Act allows most 
adverse information to remain in a person's hie for onlv 
seven years Point out to students, however, that even seven 
vears is a long time to have it recorded that vou tailed to pav 
at* 



Vocabulary 



Adverse Information 



Bankruptcy, 



Information in a credit report which 
indicates a consumer may be unable 
r unwilling to repay credit. 



r 

f A 
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Credit Bureau 



Credit File 



Credit ftating 



Credit Report 



Consumer Reporting 
Agency 
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A legal action in which most of a 
consumer's debts are discharged and 
assets (except for certain protected 
assets) are divided among creditors, 

A firm which collects and provides to 
creditors, employers, and insurers in- 
formation on how consumers use 
credit as well as other personal and 
financial data. 

All the information a consumer re- 
porting agency hasin its records on a 
particular consumer. 

A consumer's relative creditworthi- 
ness as determined byacredito^ased 
on information obtained from the 
credit report, credit application, and 
interview. 

A written, oral, or other communica- 
tion from a credit bureau to a creditor, 
employer, or insurer concerning a 
consumer's credit history, 

Any firm wjtich regularly collectsand 
provides to others information on 
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Investigative Report 



Investigative 
Reporting Agency 



Outside Source 



Statement 
of Dispute 



Valid Business 
Purpose 



consumers' bill-paying habits includ- 
ing credit bureaus, investigative agen- 
cies*£nd some creditors. 

A report on a consumer which con- 
tains information on the individual's 
character, reputation, personal habits, 
and life-style obtained through inter- 
views with neighbors, friends, and 
associates. 

A firm which regularly collects and 
provides to others information on a 
consumer's character, reputation, per- 
sonal habits, and life-style. 

Any person or organization which 
provides information to a creditor on 
a Consumer but is not a credit bureau 
or investigative reporting agency; 
e.g., a department store reporting its 
own experience to another creditor. 

A statement included in a credit or 
investigative report in which a con- 
sumer explains why he/she believes 
information in a report is inaccurate. 

A credit, employment, insurance, or 
licensing decision or other bona fide 
reason for needing information con- 
tained in a credit report. 



Topic ^Correcting Credit 



Report Errors 



Objective: Student will know how, consumers can learn 

what information is in their credit files. In a role- 
playing activity, students take steps to verify' and 
correct credit report information. 

^Materials Needed: 

-Flow Chart 1— "What if Your Credit Report is Wrong?" 
Case Study 

Directions: . t 

1. To help ensure the accuracy of credit reports, the Fair Credit 
Reporting Act gives consumers the right to know what 
information is in their credit reports. A consumer may check 
to see if information is correct at any time, but a credit 
bureau may charge a fee for this service. If a consumer is 
denied credit on the basis of information in a credit report, 
he she may check to see if the information is accurate. 
Under these circumstances, a credit bureau cannot charge a 
consumer for revealing the contents of a report Distribute 
Flow* Chart 1 to students. As a class, read and discuss what a 
consumer may do if he/she is denied credit on the basis of 
information in a credit report 

2. Assign students the Case Study .-Individually, or itp groups, 
ask students to read each case and answer the questions that 
follow about the consumer's credit rights. When students 
have finished the assignment, discuss their responses, [See 
"Answer Key."] 

3. Write the following role descriptions on the chalkboard and 
select students to assume each of the roles listed. 

Hand-Crafted Furniture, creditor 
John Jacobson, consumer 

Mrs. Green, interviewer for Small Town Credit Bureau 
Credit Manager, All Goods Department Store 

Explain the situation to students: 

"John Jacobsoff applied for credit at Hand-Crafted Furniture 
His application was rejected because of adverse information 
in a credit report provided by Small Town Credit Bureau. 
He doesn't know what information in his credit report could 
v justify the action, so he arranges to have an interview at the 
Small Town Credit Bureau. Mrs. Green, the interviewer, tells 
him his hie indicates that a television set was repossessed by 
All Goods Department Store Mr. Jacobson explains that he 
did purchase a television at All Goods, but he paid cash " 

Ask the students who will play the roles of the creditor, 
consumer, credit bureau interviewer, and credit manager to 
interact in an attempt to solve Mr Jacobson's credit problem 
Other students will be "observers" Ask the observers to 
make a list of the steps taken by each of the parties involved 
to resolve the problem. [See "Answer Key."] 

4. As a follow-up to the role play, ask "observers" to list orrthe 
chalkboard each step taken by the role players to solvfTMrj 
Jacobson/s problem Then ask the observers tu evaluar^iig^ 
Mr. Jacobson, the credit bureau, and the creditors handled 
the situation. (Did anyone fail tu du something he/ she 
should have done? Did anyone violate the law?) [Refer to 
Topic 2, Reading 3— "\uur Fair Credit Reporting Rights '] 
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Topic 4— What Is an Investigative^ 
Report? 

Objective. Student v\ill knov\ what types of information are 
collected by investigative reporting agencies and 
the sources of their information Student will be 
able to identify the special protections consumers 
have under the Fair Credit Reporting Act when 
an investigative report is ordered by a creditor, 
employer, or insurer 

Materials Needed: . v 

*ReaHing 4 — "Charlie Green and the Mystenous Report" 
Reading 5 — "Investigative Reporting" 
Transparency 3 — "I'm Just Making a Credit Check" 
Flow Chart 2— "What If an Investigative Report Is Ordered? 

Directions: 

1 Distribute and assign students Reading 4 and the "questions 
that follow the reading. When they have completed the ^ 
assignment, discuss students' answers and Charlie Green's 
alleged expenences as a result of the inaccurate investigative 
consumer report [See "Answer Key "] 

2 Assign students Reading 5, which explains what investiga- 
tive age noes do and the special rules regarding the gathering 
uf investigative information Discuss the readingjasing the 
following questions: 

a Do you think the possibility of making reporting errors 
is greater for a credit bureau or an investigative agency? 
Explain. [The possibility of inaccurate reporting is probab- * 
ly greater fur an investigative agency than a credit bureau. 
Its information \s obtained, in part, by conducting inter-, 
views and may be based on people's opinions or judg- 
ments abouf an applicant/Information on personal habits 
and life-styles is often difficult to venfy or prov e wrong. 
Credit bureaus, on the other hand, rely on pubbc record 
information and data routinely obtained from creditors' 
payment records, which are easier to verify ] 

b Do you think investigative agencies should reveal the 
names of persons providing information for an investi- 
gative report? [Student's opinions may vary on this 
question> Some sources may be reluctant to give ad- 
verse information if their id eri hues. will not remain confi- 
dential. On the other hand, if people know that sources 
will be identified, they may be discouraged from giving 
false or biased information, and the overall reliability of 
investigativ;e-type information might improve.] 

(Note: The Fair Credit Reporting Ad does not re- 
quire investigative agencies to reveal the names of their 
sources ) 

3 Show Transparency 3 The cartoon raises the question of 
whether investigative reporting constitutes an invasion of a 
consumer's privacy As a class, discuss the questions listed 
on the transparency (See "Answer Key ") 

4 Distribute Flow Chart 2 listing the nghts^and responsibilities 
uf (1) investigative agencies, (2) creditors, employers, and 

m insurers who use investigative reports, and (3) consumers 
who are the subjects of such reports Emphasize that 
consumers can prevent such investigations frum b^ing made « 
by withdrawing their applications for" credit, insurance, or 
employment 
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Topic 5— The Economics of the 

Fair Credit Reporting Act 

Objective* Student can identify the economic costs to credit 
bureaus and creditors of inaccurate credit reports 
and explain how they provide incentives for fair 
and accurate reporting. Student will be aware of 
the compliance costs of the Fair Credit Reporting 
• Act and can state how these costs may be shifted 
to credit report users and consumers 

Materials Needed: . ^ 

Transparency 4— "Confidential but Jkcessible" 
Transparency 5— "Shifting Regulatory Costs' 7 

Directions: 

1 Before passage of the'Fair Credit Reporting Act, credit and 
investigative information was considered strirt% "confiden- 
tial" and consumers could not learn the nature and substance 
of such information An individual or a firm, however, could 
legally obtain a consumer's report ev^n if the information 
was not needed for a legitimate business purpose. Under the 
Act, consumers not only are protected agairtst unauthorized 
use of information, but they may learn the contents of 
reports provided to potential creditors, employers, and in- 
surers Use Transparency 4 to discuss how the Fair Credit 
Reporting'Acrprovides for both the confidentiality and 
accessibility of consumer information 

2 Prior to the Act, errors in credit and investigative reports 
^usually were not identified, and, thus, were'seldora corrected. 

Because of this, reporting agencies incurrecf no additional 
costs when they provided inaccurate or incomplete informa- 
tion to creditors, employers, or insurers. The consumer, 
hpwever, who is denied credit, employment, or insurance 
because of an erroneous report may incur actual, and 
possibly, psychological costs (embarrassment, frustration, 
inconvenience) Users of consumer reporting services also 
may incur costs as the result of using inaccurate informatiun 
to make important business decisions. Use the questions 
below to discuss how the Fair Credit Reporting Act (1) 
"shifts" some of these direct costs to the reporting agencies 
which prepare reports and (2) provides economic incentives 
for fair and accurate consumer reporting, 

a, What direct costs does a credit bureau now incur if 
information provided to a creditor on a consumer is m- 
accurate^ [If a consumer is denied credit on the basis of 
the erroneous information, he she may ask the credit 
bureau to reveal the contents of the credit report. This 

' costs the credit bureau time and money (wages). In 
addition, the credit bureau must reinvestigate] correct, or 
'delete such information, and send updated reports to 
creditors who have received reports during the past six 
months. All of these activities increase the credit bureau's 
costs of doing business and may decrease its earnings. In 
addition, a credit bureau may be sued and incur legal 
penalties if it fails to comply with any of the provisions of 
the Fair Credit RQporting,Act] 

b How can reporting agencies "avoid the potential costs 
of inaccurate reports? [The administrative costs of 
erroneous reports may be avoided or reduced by taking 
steps to ensure that reports are accurate, thoroughly 
investigating and verifying information, emphasizing the 
importance of preparing accurate reports, and having 

O wll-trained staff Legal penalties can be avoided by 
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complying fully with the provisions of the Fair Credit 
Reporting Act; e g, responding to consumer requests 
for information.] 

c. What direct costs does a creditor incur when a decision to 
grant or deny credit is made on the basis of an inaccurate 
credit report? [The decision may be wrong, and the credi- 
tor may not be repaid, or he/ she may deny credit to 
a creditworthy applicant The creditor may also incur the 
administrative costs of notifying the consumer of the 
name of the credit bureau and of his/her rights to learn 
the contents of the report, processing an application that 
later is rejected because of inaccurate information in a 
credit report, and processing an application a second 
time after an updated or corrected report is received ] 

d Pnor to the Act, neither creditors nor consumers knew 
when a credit report contained errors or was incomplete 
Explain how consumers having access to the infor- 
mation in their reports and creditors receiving corrected 
reports help encourage fair and accurate credit reporting. 
(Creditors may leam that information 'purchased' from a 
reporting agency was wrong or incumplete Because they, 
too, may incur administrative and uther costs as a result 
of erroneous reports, creditors might not want to use 
the services of a credit bureau thatdoes not provide ac- 
curate and complete information. Consequently, credit 
bureaus risk losing business if cunsumer information is 
disputed and found to be in error too often.) 

3 Ask students to list some "compliance costs' incurred by 
credit bureaus, investigative agencies, creditors-, and other 
users of consumer reporting services as a result of the Fair 
Credit Reporting Act. (Explain that compliance, or regu- 
latory, costs are incurred whether or not credit reports are 
accurate. They are unavoidable costs of doing business.) 
[Credit bureaus may have to reinvestigate disputed informa- 
tion that is "true." They also may have to help consumers 
write "statements of dispute" and include them in future 
reports. Investigative agencies may have to provide ad- 
ditional information about investigations. Creditors must 
provide the names, etc , of credit bureaus to consumers who 

. are denied credit because of information in a credit report 
Creditors, employers, and insurers must notify consumers 
when an investigative report is ordered and inform them of 
their nght to learn more about the investigation.] 

4 The costs of government regulation of credit and investiga- 
tive reporting are not necessarily bome only by the reporting 
agencies and users of reporting services Administrative 
costs and legal costs mcurred b^ complying with the law and 
by consumers exercising their legal rights may be shifted ' 
tu another party. Use Transparency 5 to discuss huw credit 
bureaus and investigative agencies may shift costs tu crediturs 
wno, in rum, may shift costs to consumers 

(Note* In Topics 2-4 of this section, students learned about 
their nghts with regard to consumer reporting and how to 
exercise these nghts This topic attempts to show students 
that these protections are not "free" There are costs asso- 
ciated with exercising one's nghts under the Act— trans- 
portation, time away from work, seeking legal advice — as 
well as regulatory costs which may be passed on to con- 
sumers in the form of increased credit costs, higher pnces, 
or the reduced availability of credit ) 
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Answer Key 



Pretest 

► 

1 fj/v Credit bureausare private 
. firms v\hichLulk'ct and distrib- 
ute tu their customers informa- 
tion on huvv consumers use 
credit as well as other financial 
data 

2 F/N, \ credit report contains 
data on the actual expe nen^es 
of creditors with a particular 
consumer- the type and 
amount of credit used and the 
payment histor\ o! the ac- 
count (Have btfls been paid 
on time'* Has a loan be^ri re- 
paid as agreed y ) 

3 f it^ Credit bureaus only pn>- 
vidc data on a consumer's ^a- 
pautv to pav, collateral, and 
bill-paving habits Thev do nut 
rate-a consumer as a good or 
bad credit risk 

4 I'm -Mthough credit reports 
contain unl\ financial and pub- 
lic record information, inv esti- 
gative consumer reports mav 
include information about a 
person's habits and life-st\ Ies 
obtained through inter\iev\s 
with neighbors and associate 

5 f^/v Onlv a person or organi- 
zation making a credit, em- 
ployment, or insurance deci- 
sion or needing information 
for another valid business pur- 
pose ma\ obtain a consumer's 
credit report 

h Inn Creditors, employees, and 
insurers have the right to order 
and use inv e^igativ e reports 



to evaluate applicants It thev 
wish, to prevent such reports 
from being made, consumers 
can v\ithdrav\ applications for 
credit, employment, or insur- 
ance. 

FiJi-h Consumers are given a 
chance to "start ov er ' Adverse 
information contained in a 
credit report must be deleted 
after su\ en years Bankruptcy 
information, however, can be 
reported tor 10 v ears 
FM'h Consumers can arrange 
uith credit bureaus to learn 
the contents of their credit hies 
It thev have been denied credit, 
consumers must receive this 
information tree of charge 
/ //m If a consumer believes 
his her credit report contains 
an error, it is the credit bureau s 
responsibility to reinvestigate 
the disputed information If the 
bureau cannot verify the infor- 
mation, the bureau must delete 
it 

Inu Creditorscan reduce loss- 
es due to consumers not pav- 
ing b\ granting credit onlv to*' 
persons who are good credit 
' risks This keeps down the cost 
t>f credit to consumers Also, 
creditworthy persons mav be 
granted credit in a more timelv 
manner when creditors have 
access to complete and accu- 
rate credit information 
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Case 1 

1 She was probably denied credit because of insufficient credit ex- 
perience 

2 After she moved, Ms Carson mav have taken action to see if 
information about her past credit use was included in her file at 
Any town Credit Bureau She mav have been required to pav a 
small fee to "check" on her credit file, but then she'd be sure 
everv thing was m order before applying for credit in her nevs place 
of residence 

Case 2 

1 Yes it is required onlv to reinvestigate the disputed information It, 
upon reinvestigation the information is found to be correct the 
credit bureau does not have- to delete or change the information in 
its file 

2 f iling a "statement of dispute" does not ensure that Mr Brown will 
be granted credit But, now «ach creditor v^o receives the report 
will know he disputes the information and w hv It is the individual 
creditor who must decide whether or not to grant credit despite the 
unpaid bill ▼ 

Mr Jacobson first will have to dispute the informal lort^he credit 
© .ureau must reinvestigate^call All Goods to find out if Mr lacobson 



\ 

did, indeed, pay cash for his television set The student who plays the^ 
role of the credit manager at All Goods must check to'stfe if -th,e store 
made an error (All Goods mav have recorded the television reposses- 
sion under the wrong name or recorded a "reposseSSIBK* instead of 
sorrye other activity occurring on Jacobson's account ) All 6oods ancj 1 
the credit bureau must then cornet their records The credit bureau 
must tell Mr Jacobson of his right to have corrected reports sent to 
recipients of the erroneous report If Mr Jacobson wishes, the credit 
bureau must send a corrected report tu Hand-Crafted Furniture and 
anv otfyer creditors who received a report within the past six months 



Topic 4 Reading 4 



t 



1 Charlie hadlrouble finding and keeping a )ob, financial problems 
due to unemployment and underemployment, and lack of promo- 
tional opportunities, frustration at not knowing the cause of his 
problems and not being able to do anything about it His reputation 
v\as damaged, and the information also may have affected his 
abilit) to obtain credit or insurance 

2 A credit report contains data from routine creditors' reports on a 
consumer's past use of credit and public record information 'The 
investigative report contained information obtained through per- 
sonal inter\iews, and it included subjective information regarding 
Charlie's reputation, hfe-st\le personal habits, etc This tvpe of 
information mav be more difficulty impossible to verify 

3 In Charlie's case information was probably obtained from unreli- 
able, biased, or vengeful sources' But errors could also be made 
when the report was written even if the information collected was 
accurate Information collected also mav not have been properly 
verified, eg, his discharge from the Army 

4 If a person is t«id an investigation ot personal habits, life-style, etc, 
will be made, he she will be alerted to the possibility of inaccurate 
reporting Also, such notification allows the applicant to protect 
his/her privacy by refusing to allow the investigation to be made or 
bv withdrawing an application for credit, employment, or insur- 
ance {The law now requires such notification See "Flow Chart 2 ") 

Tc-c»c 4 Transparency 3 
Question 2 

Certain information might be relevant lor one inquirer (and not tor 
another) t^or example, a hang-gliding hobby would be important to a 
life insurer, 'but probablv not important to a creditor making a secured 
loan Congress apparentlv ielt that requiring agencies to prove their 
information was relevant would be unproductive Since investigative 
agencies work for insurers creditors, etc, their users\\ou!d onlv want 
information relevant to the mquirv, and the marketplace v\ould 
discourage Agencies from collecting irrelevant information 
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Sec. 3— The Fair Credit Reporting Act 
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Pretest 



Directions: Circle T if the statement is true; circle "F" if the statement is false. 

I 

T F 1 . Credit bureaus are government agencies which keep records on how consu- 
mers use credit. 



T F 2. A credit report contains information about how different creditors think a % 
consumer will handle credit. > 



T F 3. Credit bureaus actually assign a "credit rating" based on a consumer's ability 
and willingness to repay. 



T F Some consumer reports include information on the habits and life-styles of 

consumers. 



T F 5. A credit report can be obtained by anyone who wishes to know how a consumer 
handles financial responsibilities. 



T F 6. A consumer may avoid having an investigation made of his/her habits and life- 
style by withdrawing an application for/employment, insurance, or credit. 



T F 7. When consumers fail to repay credit as agreed, that information remains part of 
their credit records forever. 



T F 8. Because credit information is confidential, consumers can never be told the 
contents of their credit files. 



T F 9. A consumer who disputes information contained in a credit report must first 
prove that the information is false in order to have it corrected. 



T F 10. Credit reporting is a service which helps consumers as well as creditors. 
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Sec 3— The Fair Credit Reporting Act 
Topic 1 , Reading 1 * 



W^at Is a Credit Bureau?* 



What is a credit bureau? 

Credit bureaus are "clearinghouses" for information 
about consumers and how they handle their finan- 
cial responsibilities/They are private firms which 
collect from creditors information on their experi- 
ences with individual borrowers (Are bills paid ^ 
60 time'?) as well as other personal and financial 
information (employer, income, savings, debts 
9 owed). Credit bureaus establish and maintain "cred- 
it files" on consumers who apply for or use indi- 
vidual or joint credit. For a fee, credit bureaus.will * 
provide "credit reports" to individuals or business- 
es that need such information to, for example, 
make decisions to grant or deny credit, employ- 
ment, or insurance. 

Why do creditors pay credit bureaus for this 
information? 

In order to make good credit decisions, creditors 
need to know as much as possible about a pros- 
pective borrower's ability and willingness to repay. 
It saves creditors both time and money to use the 
services of a credit bureau rather than collect 
information themselves. Consumers also are able 
to obtain credit more quickly and easily when 
creditors have access to the information collected 
by credit bureaus. Today there are over,2,000 
credit bureaus located throughout the United 
States The majority are small, local companies 
servicing towns with populations of 20,000 or less. 
There are, however, several large regional bureaus, 
and some credit bureaus operate nationwide. The 
five largest credit bureaus account for over 1 50 
million individual credit records, and operations are 
computerized to ypdate information constantly and 
to prepare reports within seconds. 

Does a credit bureau have a file on you? 

If you ever have applied for credit, you probably 
have a "credit file" somewhere. A credit bureau can 
use your application to set up a credit file with your 
pame, address, phone. Employer, income, etc. You 
establish a "credit record" or "credit history," how- 
ever, only by using credit. A "good" credit record ts 
established only by repaying debts as agreed. To 
find out if a credit file exists on you, Jook in the 
phone book under "Credit Reporting Agencies" for 
the names of credit bureaus in your area. If you 
have applied for credit or used credit in the past, 

•Privacy Protection Study Commission, Personal Privacy in an 
information Society The Report of the Privacy Protection 
Study Commission, July 1 377 pp 55-72 



one or more of the credit bureaus listed should 
have information on you. Call the credit bureaus 
listed and ask if they have information o(i you. Be 
sure to give them any names you use or have used 
in the past (birth-given name, combined surname, 
etc.). If a credit bureau has no information on you, it 
can start a file by obtaining personal and employ- 
ment data from you over the phone or in writing. 

V 

What types of information do credit files 
contain? 

Most of the information contained in credit files is. 
favorable and helps consumers obtain credit. Infor- 
mation about loans and credit bills that have been 
paid as agreed and information on earnings, other 
income, and assets help creditors determine quickly 
the creditworthiness of applicants. However, credit 
bureaus also collect information on unpaid bills, 
defaults, repossessions, unpaid taxes or judgments, 
bankruptcies, and criminal records: Such informal 
tion may indicate that a consumer is a bad credit 
risk, and a creditor can use it as a basis for denying 
credit. 

What are some of the sources of credit 
information? 

A major source of information are creditors, who 
regularly provide information to credit bureaus on 
their active credit accounts. In addition, information 
is obtained from other credit bujeaus, employers, 
landlords, referencesTsted by consumers on cretiit 
applications, public records, and debt collection 
agencies Legal records, particularly ones pertain- 
ing to suits and judgments, bankruptcies, arrests* 
and convictions, divorces, and property transactions, 
are the most significant public record sourceafor a 
credit bureau's files.\ 

Do credit bureaus assign you a 
"credit rating"? 

The function of a credit bureau is to collect and 
maintain information on how consumers use credit. 
They do not evaluate the creditworthiness of indi- 
vidual consumers Credit bureaus do, however, 
"rate" individual accounts depending on how they've 
been paid or the "manner of payment." A rating.of ' 
"1" means an account has been paid within 30* 
days of billing or as agreed Creditors and others 
-who use credit reports may or may not assign 
credit ratings based on mfprmation obtained from 
credit report^ as welkas from credit applications 
and interviews. \ 
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Sec. 3— The Fair Credit Reporting Act 
Topic 1 **"". 



Sample Credit Repoj 



REPORTING BUREAU 



INQUIRER 



CREDIT BUREAU SERVICES OF MINNESOTA 

300 MIDWEST BUILDING 

ST PAUL, MN'5510l 

00 




18-89-2 



BUREAU NUM8ER 

90—90865 


OATE RECEIVED 

10/31/80 


DATE ISSUE 

10/2 


D 

11/80 


SEE BELOW 


Date {up vt* iUQ yr > 

10/80 


X 


YES " 




NO 



CONSUMER RELATION DEPT 
300 MIDWEST BLDG 
ST PAULt. MN 55101 



000 



SUBJECT 

CONSUMER , CHARL ES EDGAR * SR* 

CURRENT ADDRESS 

65 MAIN, ST PAUL , MN 55101 



NFlOENTiAt CREDIMATIC REPORT TYPE 

SPECIAL REPORI INDIVIDUAL INQUIRY 



;y\f 



this information the complete accuracy ty which ts not guaranteeo 

MAS BEEN OBTAINED FROM RELIABLE SOURCES AN0 IS FURNIShEO PURSUANT 
U) ?mE TERMS OF APPLICABLE LAW T HE RECIPIENT AGREES TO INDEMNIFY 
REPORTING BUREAU FOR ANY OaMAGE ARISING FROM MISUSE OF THIS INFORMATION 



FILE SINCE (MO YR) 

11/79 



COMPUTER 10 NO 

18-2302708V 



SOCIAL SECURITY NO 

999-99-9999 



SPOUSE S NAME 

MARY 



S08/80 



COMPLETE TO HERE FOR TRADE REPORT AND SKIP TO CREDIT HISTORY 



PRESENT EMPLOYER 


POSITION HELD 




SINCE (MO YR) 


MONTHLY INCOME 




TEXAS INSTRUMENTS 


SYSTEMS 


ANALYST 


01/77 


$ 2,500 





DATE OF BIRTH (MO -YR \ 

01/33 



CO MPLETE TO HERE Fpflfc^PLOYMENT AND TRADE REPORT AND SKIP TO CREDIT HISTORY 

iiiiiiDCn At nrnfiincuT*^ 



NUMBER OF DEPENDENT^ 
INClUOlNG SELf 



FORMER AOORESS 

657 ELM, ST PAUL y MN 

FORMER EMPLOYER 

_ CITY DEVELOPM ENT 

SPOUSES EMPLOYER 



OWNS OR BUYING HOME 



-VER 10/80 



FROM (MO -YR ) 

06/79 



POSITION HELD 


HQH (110 YR) 


10 (110 YR ) 


MONTHLY INCOME 


■ REShARCH ANAL 


04/ /5 


12/76 


$ 1,500 


POSITION HELD 




SINCE (MO-YR) 


MONTHLY INCOME 










S 



CREDIT HISTORY 



RENTS HOME 



TO (MO-YR) 
08/80 



KISO Of BUSINESS AND ® CO0E 



DATE 
REPORTED 

ANO 
METHOD 



OATE 
OPENED 



0A?E 
lASI 
CUSTOM ft 



HIGHEST 
CREDIT 



BALANCE 

OWING 



PRESENT STATUS 

PAST DUE 



MOS 
R£V 



HISTORICAL, STATUS 
TIMES PAST DUf" 



30/60/90+ 



TYPE TERMS 
CURRENT STATUS 
(MOP) 



1 PENNEY J C 04/80M 08/77 09/78 489 345 

D— 18 41*1^3456789 RMKS- VOLUNTARY RETURN 

COMMENT-CHARGED TO P*L " 
1 NORTHWE NATL 04/80M 

BB-18 4701*987654321 

1 SEARS ROEBUCK 04/80M 

D— 18 32*123456/89 

1 AMER NATL BK 04/80M 01/79 

BB-18 4700*4567 ^ 



345 

1800 1 600 00 
09/78 700 650 

LOW-4 CHECKING 



R*78-V * 



0 05 00/00/00 1*100-1 
- 12 03/02/00 R*18-3 * 



PUBLIC RECORD— 12/76* JUDGMENT* %1222? 
PAID, OTHER PARTY-CONSUMER FINANCE 
ST PAUL? MN 

PUBLIC RECORD— 04/74* \ BANKRUPTCY* 
. IN OPERATION, 
v COURT- * 3232, ST PAUL* MN 

MISCELLANEOUS INFORMATION—I 1/79, 
TE*ST FILE DO NOT REPORT 

REPT FROM MEMPHIS, TN 90—00021486 ON 06/25/79, FILE 08/72, REV 11/19/79 
CONTINUED NEXT PfkQE 



erJc 



COMPUTER FORM 2000 C PLEASE SEE REVERSE SIDE FOR EXPLANATORY CODES 

Reprinted with permission of Credit Bureau Services of Minnesota 
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Sec 3— The Fair Credit Reporting Act 
Topic 1 



Unders 



anding Your Credit Report 

terns contained in the various sections of a consumer credit report 



The following is an explanation of the 

Identification Section: . 

The "File Since" date shows the date your record first became a part of this bureau's files. 

i t 

If a date is in the block following the current address,' this wOuld indicate the earliest known date you had lived 
there The rest of the Identification Section is self-explanatory. 











CREDIT HiSTORY 


















OATE J 




OAT* 




PRE SE NT STATUS 


HISTORICAL STATUS 


TYPfc TERMS 
CURRENT STATUS 
.MOP) 




r 


MfiO Of BDbiNlbS AW) ID LOOF 


REPORTED 


LAS* 


MiGMEST 


BALANCE 
OWING 


PAST OUf 


MOS 
REV 


TIMES PAST OUE 




o 


4 


A HO 

METHOD 


OPJNEO 


r UST0U£H 
'RANSACK)* 


CREDff 


AMOUNT j^J, 


30/60/90+ 


< 


A 


B 


C 


D 


E 


F 


G 


H 


1 


, J 


K 





Credit History Section: ' 

This section contains the bulk of all credit information contained in a credit record The following outlines the types of 
information you may find in your report (not all items listed.are in every report) 



A 
B 
C 
D 
E 
F 
G 
H 



Trade Informatio n— each item reported will be listed in separate columns, as illustrated above. The following 
explanation will assiSt you in understanding your credit trade history. 

Account designation is.explained on the reverse side of your report under "Account Designation Codes ' 
Firm name lists the business reporting your account information to us. 
Date the report was given to Credit Bureau Services by the merchant 
The date your account opened with thejuerchant. 

The date of last activity on that account, if present (i.e , last charge date, etc.). 
Highest balance you have had with the merchant. 
Current balance owing as of date merchant reported to us. 
Dollar amount and number of payments past due, if any. 
I Number of months the credit history was b^ing reviewed. 

J If your account has ever been 30, 60, or 90 days past due, the numberpf times will appear under the 
appropriate column. - ' ' 

K MOP (Manner of Payment) This will be identified first by the type of account (l-installment, R-revolving, 
O-open account) Secondly by your current monthly payment amount, if any, and finally by an identifying 
number 0 thru 9 indicating your current credit status, as of the date reported See reverse side of your report 
under "Common Language for Consumer Credit" for further explanation of each code 

2 Bank Accounts — either checking or savings account(s), showing the bank's name, date reported to us, the date 
opened, and the average balance of the account, Examples of average balance 

LOW 2-S1 0 to S30 MED 2-S30 to $70 HI 2-S70 to S99 
LOW3-$100to $300 MED 3-S300 to $700 HI 3-$700 to $999 
LOW 4-$ 1 000 to $3000 etc. 

3 Public Record Items— only items of public record that are interpreted as having an effect on an individual s ability 
or responsibility to pay their debts, such as bankruptcy, judgments, tax hens, divorces, etc Most of the information 
contained in a public record item is self-explanatory, such as the date of disposition, other party involved, dollar" 
amount (if any), etc 

4 Out-oMown Report — credit history information reported to us by another credit bureau, usually from an area 
where you previously resided. It tells where the report came from, when it was reported to us, how long^hat bureau 
had a file on you, and when the report was last revised (updated). Any trade lines contained in the out-of-town 
report will show a "kind of business" classification rather than the merchant s name, these classifications are 
explained on the reverse side of your credityeport. 



5 , inquiries Made 



on Subject — this lists ^(iy firms who have inquired with us and received information from your 
nple, if you applied for a charge account at Jo6's Jewelry, they would call us for a report on you 



ER?C 



report For exam. 

This would constitute an "inquiry," 
Reprinted witrtpermission of Credit Bureau Services of Minnesota 
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;ec. SNlhe Fair Credit Reporting Act 
ty^ic 1 .Transparency 1 



Manner of Payment 



Numerical 
Rating 

0 
1 
2 

3 - 

4 

5 
7 

8 

9 • 



\ 



Too new to rate; approved but not used; unrated 

Pays (or paid) within 30 days of billing; pays account as agreed 

Pays (or paid) in more than 30 days, but not more 
than 60 days, or not more than one payment (past due 

Pays (or paid) in more than 60 days, but not more- 
than 90 days, or two payments past due \ 

4 L 

Pays (or-paid) in more than 90 days, but nof more 
than 1 20 days, or three or more payments past due 

Account is at least 1 20 days overdue but is not yet rated "9" 

Making regular payments under Wage Earner Plan 
or similar agreement 

Repossession (Indicate if it is a voluntary return of 
merchandise by the consumer.) 

Bad de'bt; placed for collection; skip 



\ 



Reprinted with permission of Credit Bureau Services of Minnesota 
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•Sec 3— The Fair Credit Reporting Act 
Topic 1 . Simulation 




Would You Grant Credit? 



Directions: Assume you are a loan officer at American National Bank. Mr. Charles E Con- 
sumer, who currently has a checking account at your bank, has applied for a 



$5,000 automobile loan to b6 repaid in 36 months at an interest rate of 1 6% per ' 
year. On the basis of the "three Cs of credit" (character, collateral, capacity to pay) 
and using the credit report on Mr. Consumer, decide whether to grant or deny this 
loan. Please list specific information appearing on the credit reporf which helped 
you make your decision. Be prepared to explain why you took the action you did- 
on his application. 



Action taken 



on loan application: 



Approved 



/ 



Rejected 



Information from the credit report which helped you make your credit decision: 



1. 



4. 



V 




2. 



5. 




3. 
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Sec 3— Tfte Fair Credit Reporting Act 
/Topic 2, Reading 2 > 



Consumers Testify on Credit Report Errors' 



Consumer Testimony 1 

Several times t hsfce tried to buy various items 
, on eredit. The salespeople were very courteous 
to me until the credit report was in their hands. 
. They told me very bluntly that they would sell 
nothing to me oh credit under any circum- 
stances. They gave me no explanations for 
their decision. 

•.After several such experiences I finally threat- 
enedjegal action. One store told me that a 
credit report showed I had filed bankruptcy and 
since that filing had several legal judgments 
against me. They did not believe my explana- 
tion that the information was false. 

I went to the credit bureau to try to see this 
erroneous report that was being-circulated 
with my name onit-b^as told I could not see ' 
the report becatfse it was confidential. 

I spoke to several attorneys, arid they sajd 
there was no l£§al action I could take. I spoke 
to a judge who said that if I could obtain a 
copy of the report, an attorney coufd begin 
legal action against the credit bureau in my 
name. Unfortunately, everyone I talked to who 
could have ordered a report on me was imme- 
diately suspicious and did not want to get 
involved - / 

As far as I know, that false report is stflfon file 
at the credit bureau, and it is available to 
anyone in the entire country except me. 



Consumer Testimony 2 ■../ 
The problem of jriaccurate or mi^ading credit 
information can^cause great harm to consum- 
ers. Some years a§o, the husband of one of my 
own staff members had a responsible position' 
jn this very body (the Senate). He had refused 
'to pay an auto repair bill for what he thought 



♦These three accounts arelfom the U S Congress Senate 
Subcommittee on Financial Institutions of the Committee on 
Ranking and Currency Fan Credit Reporting- 1969 Hearings 
>onS 823 91st Cong 1st sess . 20 May 1 969 pp 127-28 
and 23 May -969^)p 281 384-85 388 The situations 
described are exWfne and are used, for the purpose of 
illustration only * . - , 



was a faulty transmission overhaul. His was a 
sad story from the beginning. The repair work 
made the car uncontrollable.Ht went into high 
gear ane(st^yed there even in the crawling 
traffic of a jBowntown city. The firrfi refused to 
correctits work, but promptjy processed the"" 
charge slip for the repair with Central Charge. . 
The charge slip, incidentally, gave no clues as 
to just what work had been done because the 

r charges were not itemized. Mr. X asked Central 
Charge the same day not to pay the auto 
dealer. Had he issued a check on a bank, he 4 
couid'have stopped payment. Central Charge 
claimed the funds had already been°trans- 
ferred. Mr. X, who understandably doubted the 
bill was paid so quickly, decided not to pay. 

'After many months, Central Charge §ued him 
in court. When he turned up for trial, almost 
eager to tell his story in public, Central Charge 
dropped the suit. The case was dismissed. He 
naturally thought that was the end of his troub- 

* les. 

However, several years laterhe was under 
consideration rer a high executive position in 
government and the unpard bill turned up dur- 
ing an investigation of his background. He w&s 
, required to prepare a lengthy memorandum 
explaining the so-called delinquency and to 
obtain a copy of the court order dismissing the 
case. Fortunately fl^him, his explanation was . 
accepted, d^he might not.hrave been hirqd. 



Consumers Testify 

(Continued on next page) - 
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Sec. 3— The Fair Credit Reporting Act 
Topic 2 Reading 2 



Consumers Testify (contitiued) 



Consumer Testimony 3 



MRS. GOBLINS: 



4 



We had applied for a car loan and it was 
refused. The bank did not furnish us with any 
other information. I have a relative who works 
for a store that uses credit reporting services. 
3he was able to find out that a trucking firm 
had a judgment for a gentleman named William 
Collins living on Cherry Street in the city. This 
was put on the credit file of all the William- 
Cpllinses. Although our name was Billings J-O^) 
Collins, we were also swept into this mass 
recording. 



SENATOR PROXMIRE; Your name was? 



MRS. COLLINS' 

V 



SENATOR PROXMIRE 
MRS. COLLINS' 



Billings J Collins. But you see we also use the 
name "Bill." 

I see. 

This came up again when we applied for a 
mortgage Joan. 



SENATOR PROXMIRE: What action did you take with regard to the 

credit bureau to check this? 



MRS. COLLINS: 
SENATOR PROXMIRE: 
MRS.COLLINS: 

SENATOR PROXMIRE: 
MRSVCOLLINS. 
SENATOR PROXMIRE: 
-MRS COLLINS: 



We didn't because there is no redress. 

What did you try tg do? 

We tried to find out the name of the credit 
bureau, but no^one could reveal it. 

- Has \jne information evef-been corrected? 

. Not that I am aware of, ■ * - 

As far as you know it is still on your record? r 

*3 have no way of knowing. We have found 
other ways to survive and our income is suffix 
cient. We are not threatened; we have the 
Teachers Credit Union that honors- us. But it 
has made me aware of what can happen to 
others who cannot survive. 
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Sec. 3-rThe Fair Credit Reporting Act 
Topic 2;*Reading 3 



Your Fair Credit Reporting Rights 





^7 



Whenever you are denied consumer credit at least in part 
because of information in a credit report, you must be 
given: ! 



the name, address, and phon^number of the credit bureau 
which provided the information, and 

the reason for denial, or information on your right to request the 
reason for denial * 



* Required under the.EqualCredit Opportunity Act. Selection 2, The Equal Credit 
v Opportunity Act, Topic 5. 



r 
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Sec 3— The Fair Credit Reporting Act 
Topic 2, Reading 3 




If you contact the credit bureau, it must: 

•let you know the nature and substance of all information con- 
tained in a credit report (except medical information). 

• inform you of the sources of information (except for investiga- 
tive consumer-reports).* . 

• provide you with the names of employers, creditors, and others 
. who have recently received reports. • 

• reinvestigate any information'you dispute 
time. 

1 

If the credit bureau finds tnlT information is: 

• inaccurate or cannot be verified, the information must be 
corrected or deleted. 4 - 

• accurate, the credit bureau must allow you to write a brief 
statement of dispute and include it in all future reports. 

• See Topic 4. this section. 
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"Sec 3— The Fair Credit Reporting Act 
Topic 2 Reading 3 



\ 



If any deletion or notation is made regarding the informa- 
tion, you may request that the new information be sent to: 



•any employer receiving information during the past two years. 
• any other person receiving a report during the past six months. 




Credit bureaus can provide information only to: 

"^•creditors who are considering granting ofhave'granted you 
credit. * • 

•employers considering you for employment. 

• insurers considering issuing you an insurance policy 

• government agencies reviewing your financial status in connection 
with issuing you a license. 

• anyone else with a legitimate business reason for needing the 
information. 

(f 
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Sec 3— The Fair Credit Reporting Act 
Topic 2, Reading 3- 




The credit bureau must automatically delete:* 



. information on a bankruptcy which is more than 1 0 years old. 
• other adverse information which is more than seven years old. 




If you believe a credit bureau or a credit report user has not 
complied with the law, you may: 

• notify the Federal Trade Commission (credit bureaus and many users 
are undertheir jurisdiction). 

• sue fof actual damages (including attorney's fees and costs). 



If a person or firm knowingly requests information under 
false pretenses, or if a credit bureau knowingly gives infor- 
mation to someone not authorized to receive it: 

• you may ask a U.S. county or district attorney to sue the unauthorized 
user or the credit bureau. 

• the unauthorized user or the credit bureau may be fined up to 
$5,000 or imprisoned for up to one year. 



♦These rules do not apply to information provided for loins over S50.000. underwriting over 
$50,000 of insurance, or employment decisions when the salary exceeds $20,000, 





/Sec. 3— The Fair Credit Reporting Act 
Topic 2, Transparency 2 




Who Has the Stronger Interest? 



Under the Fair Credit Reporting Act . . . 



Most "adverse information" must be deleted 
after 7 years' 

• Unpaid bills 

• Unpaid taxes 

• Unpaid judgments 

• Public record information 



If you declare bankruptcy, that information remains- 
on file for 1 0 years! 



Consumer's 
Right to 
"Start Over" 




Creditor's Right 
• to Know abbut 
Past Use of Credit 
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'Sec 3— The Fair Credit Reporting Act 
Topic 3, Flowchart 1 



What If Your Credit Report Is Wrong? 



You receive written notice that credit has been denied' on the basis of 
information obtained from a credit bureau. 



I 



The creditor must tell you the name, address, and phone number of the credit 
bureau. 



I 



You may arrange to visit the credit bureau to learn the contents of your credit 
• report. 



I 



A trained interviewer will explain to you the contents of your credit report. Or 
the credit bureau may send you a copy of the report along with an explanation 
of items contained in it. 



r 



Information is correct. 



r 



If the credit bureau 
claims the information 
is correct, you may submit 
a "statement of dispute." 



I 



The credit bureau must 
include the statement or 
a summary of it in all 
future credit reports. 



You believe information 
is incorrect. 

i 1 

Thecjfedit bureau must 
reinvestigate disputed 
information. 



V 



The credit bureau must 
correct, delete, or update 
any information which is 
incorrect or cannot be 
verified. 



You may request that the 
credit bureau send 
.corrected reports to 
creditors who have re- 
ceived reports during the 
past six months. 



\ 



You believe information 
is incomplete. 



Su pply names of creditors 
who have-not provided 
information to the credit 
bureau * 



i 



The credit'bureau must 
contact those creditors 
for information on your 
credit accounts. 



'See Section 2 The Equa^^^pdif Opportunity Act Topic 4 
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6ec 3— The Fair Credif'Reportmg Act 
Topic 3 



Case Study 



Case 1 

Betty Carson applied for credit at Friendly Finance 
Company. She was turned down for credit and 
received a form letter stating that information had 
been obtained from a consumer reporting agency. 
The latter included the name, address, and phone 
number of Anytown Credit Bureau. 

Betty called Anytown Credit Bureau to find out what 
information it had given the finance company. She 
was told that it generally did not give out such 
information over the phone, but she could come to 
the office to learn the contents of her credit file. ' 
Betty said she would be able to come at 1 .00 p.m 
on Monday 

When Betty arrived at the credit bureau, she was . 
asked to show a driver's license and one other 
piece of identification. A trained interviewer talked 
with her and revealed that the inquiry from Friendly 
Finance Company was the only inquiry received 
during the past six months. The only other informa- 
tion in her file was that an account held five years 
ago with AAA Department^Store had been paid, 
Betty was surprised at the' lack of credit information 
in her file. But she explained that until recently she 
had lived in a different state. The interviewer asked if 
she could provide the names of her creditors there. 
The credit bureau would then check with those 
firms and add any new credit information. Betty did 
so and applied for credit again at Friendly Finance 
Company. This time, she was granted credit^ 

t. Whydo you think Ms. Carson was denied credit? 




Case 2 

Harry Brown was turned down for credit because of 
a report at Tfut^, Inc, a local credit bureau. When he 
called Tru 
adverse l 
not pa 
home 
refused 
not fulfille 




2 How could she have avoided being denied credit 
the first time? 



je found that the one piece of 

in the report was that he had 
Contractor for work done on his 
year ago. Harry explained that he had 
ay because the roofing contractor had 
tis part of the contract. The interviewer 
said that Truth, Inc., would be happy to reinves- 
tigate end question the roofing contractor about the 
information in Harry's file 

A week later Harry received a form letter from the 
credit bureau stating that it had reinvestigated the 
disputed matter and had determined that the infor- 
mation contained in his file was correct. The bureau 
explained, however that Harry could subnrKt a state- 
ment of not more than 100 words explaining his 
side of the dispute. That statement, or a summary of 
it. would then go along with each new report. With 
the help of the credit bureau Harry drafted the 
following statement* 

"ABC Contractors agreed to reroof my house for 
$5,800, When I got their bill, it was $7,200. 1 
refused to pay the additional $1,400 because 
th$y can't tell me*for what work I am paying the 
additional money. Also, their workmanship was 
poor. The new roof leaked, and the flashings were 
put on incorrectly i have had to pay another 
contractor to correct the problems even though 
ABC Contractors supposedly gave me a three- 
year warranty." — m 

One week later, Truth, Inc, notified Harry that his 
statement had been received, and that it would be 
incorporated into all future credit reports. He £lso 
was told of his right to have updated reports sent to 
potential creditors who received reports during the 
past six months and potential employers who re- 
ceived reports during the past two years. Harry indi- 
cated he wantedone creditor to receive an updated 
report 

1 . Did the credit bureau act legally in not deleting 
the unpaid bill from Mr. Brown's credit file? 



2 Do you think Mr. Brown will obtain credit now that 
his ''statement of dispute" is included in his credit 
report? 
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'Sec 3— The Fair Credit Reporting Act 
Topic 4 Reading 4 



Charlie Green and the Mysterious Report* 



9 

ERIC 



Charlie Green, a salesman in his late thirties, 
began work for a large manufacturing firm in 
1962. He had lost a previous sales position 
because of a company merger. The new firm 
felt fortunate to have an employee with such 
excellent experience and skills. 

However, one week after he started with the 
firm, the sales manager accused Charlie of 
giving false information on his application. 
Charlie denied that he had done so inten- 
tionally, but stated he mioht have made an 
error. He asked what infonnation was being 
questioned, but the sales manager refund to 
tell him. From that day on the sales manager 
became more and more hostile toward Charlie. 
Finally Charlie resigned. 

Charlie began interviewing for positions with 
other large national companies. After several 
rejections, he took a job with a smaller com- 
pany at a lower salary. He continued to apply 
to larger firms.for several years with no suc- 
cess. 

In 1967, after being told he was an "excellent 
candidate," one firm reported they could not 
hire him because of information contained in 
an investigative report. It refused to tell him 
anything more about the report. 

Charlie then persuaded a friend who had his 
own business to order a similar report as 
though he had applied for a job. This was the 
first time he learned the basis for his employ- 
ment difficulties. The report stated that (1) he 
had been dishonorably discharged from the 
Army, (2) he was responsible for a noisy, late- 
night party while a tenant in an apartment 
.complex, and (3) his former landlord was glad 
he had moved out in view of his unruly con- 
duct. Army records could prove Charlie had an 
honorable discharge. Charlie recalled that an 
elderly neighbor complained to the police when 
he had hosted a small gathering for friends 
"several years ago. She was known to complain 
about any noise, eveh if you walked in your 
apartment with your shoes on 1 Charlie had 
never had any problems with his former land- 

•This account is from the U S Congress, Senate, Subcommit 
tee on Financial institutions of the Committee on Banking 
and Currency Fair Credit Reporting— 1969 Hearings on 
S 823, 9 1st Cong istsess pp 84-87 This situation is 
extreme and is used for the purpose of illustration only 



lord and doubted if he was the source of the 
derogatory remarks. 

1. What problems d'd the investigative report 
cause for Charlie? - , 



2. How does this investigative report differ 
from a credit report 9 



3 What are some explanations for the errors 
made in Charlie's report? 



4 Do you think a consumer who is applying 
for a job should be told if an investigation 
including personal interviews will be con- 
ducted? 
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Sec 3— The Fair Credit Reporting Act 
Topic 4 Reading 5 
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Investigative Reporting 



Credit bureaus collect and provide data pri- 
marily about a person's bill-paying habits. When 
a consumer applies for insurance, employment, 
or credit to purchase a major item, however, 
additioaal information may be required. For 
example, to determine whether an applicant is 
a good risk, an insurance company may want 
to.know his/her drinking habits, driving record, 
and hobbies (such as hang-gliding or motor- 
^pycle racing). Since this information is generally 
not contained in a credit report, employers, 
insurers, or creditors hire a firm which investi- 
gates the applicant and prepares an mvesti- 
gative report. Firms which prepare these re- 
ports are called investigative reporting agen- 
cies. • 

Besides reviewing the credit bureau's file and 
checking the sources used by credit bureaus 
(creditors' records, public records, etc.), inves- 
tigative agencies conduct interviews with the 
applicant's friends, neighbors, and co-workers. 
In the past, people often were asked to make 
value judgments about the actions, habits, or 
^fe-styJ^ofthe subject of an investigative 
repprt If an interviewer asked one person 
jatfout an applicant's drinking habits, he/she 
might respond that the applicant drinks "mod- 
erately ." However, another acquaintance may 
describe the same person's drinking habits as 
"excessive." To avoid situations like this, inves- 
tigative agencies noy/ try to ask questions to 
obtain specific information rather than judg- 
ments on an applicant's habits or life-style. For 
example, instead of asking someone to de- 
scribe an applicant's drinking habits, an investi- 
gator will ask, "How many drinks does John 
*^Doe have during the course of an evening?" 

Unlike credit bureaus, investigative^agencies 
are not required by law to reveal the hames of 
their sources. It was believed that if people 
thought their identities would be revealed, they 
might be reluctant to fnake any statements 




that might hurt the subject of the investigation. 
Thus, information would,possibly be less valu- 
able to creditors, employers, or insurers. How- 
ever, there is also the possibility that a neighbor 
or co-worker whose identity will not be. re- 
vealed might use an interview with an investi- 
gator as an opportunity to gii/e false and 
, potentially damaging information. 

To protect consumers against inaccurate in- 
formation and to protect their right to privacy, 
the Fair Credit Reporting Act includes some 
special provisions with regard to investigative 
reporting. First, whenever a creditor, insurer, or 
employer orders an investigative report, he/she 
must also notify the consumer within three 
days that a report has been ordered. The 
consumer must be told the report will include 
information on his/her character, personal hab- 
its, and life-style. Second, the consumer may 
request additional information about the in-' 
vestigation. Third, if denied credit, employment, 
or insurance on the basis of investigative 
information, the consumer must be told the 
name and address of the agency which pre- 
pared the report. He/she then has the right to 
learn the contents of the report and have 
disputed information ^reinvestigated. Information 
that cannot be verified by the investigative 
agency must be deleted. As with credit reports, 
if an investigative a^ncy claims the informa- 
tion is true, the consumer may write a statement 
explaining why he/sbeitelieves it is false. This 
statement must then be included in all future 
reports. . 

Generally, an investigative reporting agency is 
a separate company with no connection to a 
credit bureau. However, anytime a credit bu- 
reau uses personal interviews to obtain infor- 
mation about a consumer's life-style, etc., it 
becomes an "investigative agency" and is sub- 
ject to the special provisions described above 
of .the Fair Credit Reporting Act. 
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Sec 3— The Fair Credit Reporting Act 
Topic 4, Transparency 3 




'Hi there! I'm just making a credit check and 
[From Parade Magazine, Nov. 3, 1968] 



1 . What is the cartoonist saying- about credit reporting? 

2. Should investigative agencies be prohibited from collect- 
ing certain types of information? 



Reprinted with permission of Parade Magazine 
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Sec. 3— The Fair Credit Reporting Act 
Topic 4, Flow Chart 2 



\ 



What If an Investigative Report 
Is Ordered? 



You apply for credit, insurance, or employment. 

The creditor, insurer, or employer orders an investigative report on you. 

Within three days you are notified in writing that the report was ordered and 
of your right to request additional information about the investigation. 

You request and rec'eive 
additional information 
«^ about the nature and 

scope of the investigation. 



You refuse tcHeUh^" 
investigation be made. 

Credit, insurance, or 
employment can be 
denied on the basis of 
your refusal 



I 

Information is correct. 



You decide to let the 
investigation proceed. In- 
vestigation's conducted, 
and the.efeditor^nsurer, 
or employer receives a 
report on you. 



You withdraw your 
application. 

i 

The investigative report 
is canceled. 



You are notified in writing 
that credit has been 
denied on the basis of in- 
formation received from 
an outside source other 
than a credit bureau. You 
are told you canYequest 
the nature of the informa- 
tion within 60 days. 

i 

You learrvthe nature of 
the inforrffetion, but not 
the names of persons 
providing the information. 
a 



Credit, insurance, or 
employment is granted. 



1 

.You behevjMhforr 
is incorrect ' "~ ~~ 

i 

The investigative agency 
must reinvestigate dis- 
puted information. 



r 

If the investigative 
agency claims that the 
information is correct, you 
may submit a "statement 
of^dispute." 



The investigative agency 
must delete or correct 
,any information that can- 
not be verified. 
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Sec 3— TheVair Credit Reporting Act 
Topic 5, Transparency 4 



CONFIDENTIAL 

Does the person or organization requesting a credit 
report on a consumer have a legitimate business reason 
for needing the information? 



CRfOir 




Creditor making a credit 
decision 

Employer making a hiring 
decision 

I nsurer making an insurance 
decision 



Debt collector 

Nosy neighbor 

Owner or employer of any 
firm 



BUT 



ACCESSIBLE 

Can a consumer learn what information is in -his/her 
credit-report in order to.be sure it is correct and up-to- 
date?- * * 





A reporting agency. must 
reveal at no charge the 
contents of a consumer's 
report if on the basis of that 
report he/she has been 
denied credit, employment, 
or insurance. 



A consumer may at any 
time check on the accuracy 
'of information in his/her 
report, but the reporting 
agency may charge a fee 
for this^ service. 



'Sec 3—Th'e fair Credit Reporting Act 
Topic 5, Transparency 5 



Shifting Regulatory Costs 



Reveal Contents of Credit Reports 
" e - " , Correct Reporting Errors 

Send^Jpdated Credit Reports 
Reinvestigate Disputed'lnformation 



""Costs of Doing Business" Increase 
after the Fair Credit Reporting Act 



CREDIT BUREAU' 



SHIFT,' 
COSTS t 




Takes iongerfo^Nv Credit Reports 
. I Obtain Credit \ Cest MWre \ 
/ ■ Information/ \ • *\ 

J," - I . Less Information. 
\ . / \ ^ /Provided in 
Mdre.Oripaid Bills 1 /. Reports 



"PossibleXosts of/Doing Business" 



CREDITOR 



'SHIFT 
COSTS 
TO 



Pay More for Goods/Services 



Pay More fc^Credit- 




e Difficult to Obtain Credit 
Le§s @reditAvailab{e 

... ■ *s- ■ 
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.Federal Reserve Bank of Minneapolis 



SEC * KJI 4 - 




T/zi? Fair Debt Collection Practices Act 



Introduction 



In 1977, the Fair Debt Collection Practic.es Act 
was enacted to prevent abuses in the debt collec- 
tion industry; In this section, students first^tearn 
why consumers sometimes do not pay their 
• credit bills despite their intentions to rdpay. In a 
roje-playing activity, students learn what con- 
sunfers should do if they experience temporary 
bill-paying problems, and how creditors ar« usu- 
ally yvilling to help if they are made aware of 
"consumers' problems. Students also will learn 
how consumers can either dispute debts they 
Relieve are invalid or stop communications about 
a debt - * . 



Key Concepts 

1 Loss of income and overex* 
tension are the major causes 
of consumer delinquency. 
Planning and controlling the 
use of credit, having funds 
ayailabfc to pay bills if in- 
come or expenses change, 
and having adequate insur- 
ance can provide protection 
against delinquency. 

2, A consumer should notify 
the creditor, immediately of 
any Bill-paying problem and 
of his/her intertt to repay. A 
creditor often will renegotiate 
payment terms to allow a 
cpnsumer who has a temped 
rary bill-paying problem to 
postpone payments or make 
smaller payments. • » 

3. After the first, communiea- 



tioh about a debt, a debt col- 
lector who is working for a 
^editor, must provide the 
consumer with the iJ^JU&^f** 
the creditor and the amount 
of the debt, If the cbssumer 

- disputes the debt, the debt 
collector must verify it before 
taking further action to col- 
lect the debt. , 

I. The Fair Debt Collection 
practices Act does not pro- 

, hibit det)t collection activity, 
but does prohibit a debt col- 
lectorfrom publicizing a con- 
sume/^ indebtedness, haras- 
sing a consumer by calling at 

- an inconvenient time or 
place, or using other abusive 
or unfair practiceStocollecta 
debt. 



erJc 



Topic 1— If You Can't p a y 

Objective: Student will knuw what the majur causes uf cun- 
sumer delinquency are* and identify ways con- 
sumers can prevent or reduce the rft(< of default 
Student will knuw what a cunsumer should do if 
he she cannot pay credit bills 

Materials Needed: * / 

Transparency 1— "Why Consumers Don't Pay % 
Transparency 2— "If You Can't Pay 

Budget Worksheet . • ^ 

Directions: 

1 Must consumers whu use credit du repay, ur intend tu repa> 
creditors Tell students huw relative!) few unpaid credit bills or 
loans are the result of fraudulent credit use by people who do 
not intend to^ repay *Ask students to list other reasons why a 
consumer might qut repa) credit as agreed. [Pussible respunses 
include- resignation, separation, or lay-off from a job, reduction 

' of real wages or hours worked;, illness or disability, using too 
« much credit, unexpected expenses; dissatisfaction with the 
goods or services purchased; goods or services are never > 
received, incorrect credit bill ] Show students Transparency 1, 
which lists the major reasons for consumer default arid the 
percentages uf defaults attnbuted, at least in part, tu eacn factor 
Percentages* are based on consumer respunses tu queshunnaires 
regarding the actual reasons for cfefault.* 

2 Using the questions below, discuss bow a consumer can reduce 
the likelihood of not being abJe to repay 

a Income may. be lost or reduced because of event's and 
ci/cjmstance^beyond a consumer^ control What can a 
credit user do to minimize of eliminate the problems; caused 
, by a temporary loss of income? [Whenever future income is 

relied upon to repay credit, ascertain amount of monev cuuld ' 
^J^eset aside andavailable just incase income is reduced Also^ 
r^^adequate msurancqpria}\fffer protection against income loss^ 
1/ and or pa\ bills in the event of illness, disaj^iTIf), .ur Heath ) 

How/can a consumer protect himself, herself against using 
too much credit, or overextension? [A consumer may not 
vyant to use in com? that is nojt reliable fe.g., part-time or 
overtime earnings, bonuses, a second wage-earner's earn- 

* f 

* DiiU /rum U S Congress St' mitt, Suborn mitt t'V mi C unsunur Att«urs ut tht* 
Comnlitteoon B.ink'ing, \ lousing, and L'rKin Affairs f an D< h C> >!h « tu>n l\h tut * 
Xij^a'iriitfwfS £><» s QIH s» Uhi ,y l4 ///K 12*4 (tfth C (ingress IstSess l2- 
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ings, etc.) as a basis for*)btaining more credit Also, once 
monthly credit bills reach the maximum amount a consumer 
can safely spend to repay credit each month, the consumer 
should postpone additional credit purchases until other 
credit bills are paid ] , \ 

\ Consumer credit counselors i^cbmmencUhat Lonsumers notify 
their creditors as soon as bill-paying problems develop How 
missed orlate paymentsare handled eventually depends on the 
individual creditor However, being notified of the problem as 
^pon as it occurs may influence a creditor's decision to report a 
"late" payment to a credit bureau or start debt collection efforts 
Show Transparency 2 to students Discuss other steps credit 
counselors may suggest consumers take to help protect their 
credit records and to resume making payments as soon as 
possible You may want to ask students if they can add to the list 
other "tips" for reducing the negative consequences of tempo- 
rary bill-paying problems * \ 

Give each student a Budget YVorkshveUised by the Minnesota * 
Financial Counseling Service to help consumers analyze their 
.spending habits and prepare a realistic budget Ask students to 
identify categories or items for whicfvsDeriding could be re- 
duced 1^ consumer has a hi&pa\inj*pSfolem [bee Answer 
Kev "] Adults^r students who are responsible for all ur part ot 
their supporttxifcy want to complete this v\orksheet in order to* 
analyze their uw rf spending patterns 



iodic 2p-Can the Crecmor.Heip 9 

Objective In a role-play ing activity, students will assume the 
roles of consumers, creditors, and a debt collector tu 
9 demonstrate "actions" each party can take \u help 
resolve temporary bill-paying problems 



Materials Needed. ! 
Role Play Cards (Sets of 7) 
Role Play Obseryation Sheets 
Role Play Follow-up Sheet 

» 

Directions: * . * m 

1 Conduct three role plays wWh simulate debt situations Select 
se\en students to assume the following xo\\h 

[RolePlaylj Consumer 1 * 
.Creditor 1 (electronics store) 

[Roll* Play i] Consumer 2 

Creditor 2 (department store) 

[Role Play 3] Consumer 3 

Creditor 3 (travel agency) 
Debt Collector 3 

i * 

Give each student assigned a rple the appropriate Role Pla\ 
Card All other students will be "observers" They should be 
given one Role Play Observation Sheet for each role play they 
will observe # , 

2 For each role play ask the "consumer" and "creditor" (and ' debt 
collector" in Role Play 3) tu read their cardsand then "enact "the 
dvbt situation described. Students should re\eal through ac- 
tions or words the information contained on their ca rdsrand act 
out the steps the consumer creditor- debt collector would take 
to soke the prublem (on the basis of the information given on 

- thetrRde Ptey (E^ds^-f^rexarnpte; Consumer 1 sfould make it 
known that he she has paid bills On time in the past, Creditor 1 
should then "negotiate" with Consumer 1 

3* After students have conducted and obser\ed each of the three 
role plays, ask "observers" to describe what happened in each 
role play and what their reactions were to the role players' 
actions in each debt situation Allow students who assumed the 



Vocabulary 



Communication 



^ Consumer 
Delfnquency 



Convenient Time 



"i 

)eb\ 



Del 

, Debt Collector 



Debtor, 



Any oral, written, or telephone con- 
tact with a consumer regarding a 
" debt. 

N A stfuation in wfiich a consumer ha^s 
one or more past due credit accounts 
and has made no satisfactory ar- 
rangements for repayment. 

ff The hours between 8:00 a.m. and 
9:00 p.m. when some contacts with 
a consumer regarding debt are per* 
pitted 

An obligation to pay money to an- 
other person or company, 

Anyone who regularly collects or at-* 
ternpts to collect de\gs owed to an- 
other person or company, or a credi- 
tor who uses a different name when 
c^ectijrig det?ts owed directly to 

A sonsumgfwho owes money to 
another person orcompany. 



Default 



Dun 



Harassment 



Location 
Information 



Repossession 



Wage Garnishment 



ERIC 



Failure by a consumer to comply 
with the terms of a credit agreement. 

To ask a consumer persistently and 
repeatedly for payment of a debt. 

Action taken against a person in an 
effort to disturb or irritate such as 
using or threatening violence, using 
obscene language, or telephoning £ 
continuously and repeatedly. 

A person's home address, tele- 
phone number, or place of work— 
and the only information a debt col- 
lector may ask for from a person 
other than the debtor. 

A'legal action in which a creditor 
tal^s back goods purchased on crecf- 
it for which payment is past due. 

A court-sanctioned procedure in 
which a portion of a consumer's 
wages is paid directly to his/her 
creditors. , 

. : '. / 
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roles ol creditors consumers, or the debt collector to give 
-reasons for their actions Discuss the role-plavinfg activity using 
the following truest ions* 

a Wh\ \\ ere Creditors 1, land 3 w ilhng to negotiate w ith their 
customers'* [The\ probabh would accept smaller pa\ ments 
because the consume rs'bill*pa\ ing problems appeared to be 
onh temporary The) preferred to make the arrangement 
than to incur the costs of immediate legal action to obtain 
pa\ ment and possibh lose the consumer's future business j 

b } low is Rolf Pla\ 3 different truth Role Pla\ s 1 and*2> How 
does this affect the wax in w<&ieh the debt is collected' [The 
debtor is not a "customer" ot the person or firm collectin^the 
debt The debt collector, unlike a creditor who collects 
his her o\\ h debts, may not be as concerned about maintain- 
ing a good public image or a good relationship with the 
debtor .A creditor ma\ tell a debt collector not to accept 
smaller pa\ ments, etc flow ever, a creditor may also instruct 
the debt collector not to do anything that ma\ jeopard i/e the 
creditor-customer relationship or tr|e creditor's public image 
Then the debt collection situation would be similar to Role 
Pla\s 1 jnd 2^ \- ^ 

The provisions oi the Fair Debt Collection Practices Act 
apph to all debt collection agencies, but not to creditors w ho 
collect their own debts VVh\ do \ou think this is so 7 
(C ongress believ ed that creditors collecting def$s from their 
"customers" would be concerned about (1) they public 
image, because the\ solicit business from the general public 
and (2) customer goodwill, because thev want to keep the 
consumer as a customer Congress behev ed that these con- 
cerns alone would encourage creditors to treat their delin- 
quent customers tairK | 



Use the Role PIa\ Fi 
items 



How -up Sheet to discuss the following 



a What consumers ma\ want to do in the situations described 
in uc*ter to 'protect their credit records and resume making 
^>a\ ments as soon as possible 

b \Vh\ creditors ma\ or ma\ not be willing to renegotiate 
pavment PNmsin'ee^tam debt situations ♦ 

% e What debt collectors can and cannot do when contacting 
consumers about debts 



i— i he Fair Debt Collection 



Objective Student will know when and how a debt collector 
can approach a consumer about a debt and will 
(dentin, illegal debt collection practices 

Materials Needed • -> m 

Reading 1 "Your Fair Debt Collection Practices Rights"^ 
Student Exercise 1 

f ransparencv 2 "freedom to Do Business Freedom from 
Abu4" 

Directions 

1 The Fair Debt C olleetion Practiced Act of 1978 was intended to 
prevent the use of abusi\ eancftihfairdebt collection practices It 
also gtf\ e certain rights to the consumer who is being contacted 
x about a debt Distributed.) students the reading, "Your Fair Debt 

Collodion Practices Rights" As class redd and disuiss the 
) rights anci the responsibilities of both consumers 'and debt 



collectors 

* 

2 Assign Student Exercise 1 to assess student understanding of 
the pro\ isions of the Fair Debt Collection Practices Act When 
students ha\ e completed the exercise, re\ lew their^respunses bv* 
asking indi\ idual students to explain wh) a debt collection 
activit) is "legal," "illegal," or why its legaht\ "cannot be de- 
termined " Lmphasize that a certain activ ft\ ma\ be illegal it it 
imohes a "covered" debt collector, but legal if it in\ol\es a 
creditor collecting his her' own debts (Sec Answer Ke\ j 

3 Srn>w "1 ransparenc\ 3, which illustratohow the \ct protects the 
nghts of consumers and the rights ot debt collectors to collect 
\ alid debts Use the cjuestions below to discus* tlte limits ot the 
Fair Debt Collection Practices Act. 

a Can a consumer stop a debt collector trom tr\ ing to collect a 
\alid debt 7 (\o All a consumer ma\ do is ha\e the debt 
collector cease further communication.^ about the debt A 
credit/r or debt collector ma\ decide to take le#al action to 
collect the debt In that case, the debt collector ma\ communi- 
cate further onh to explain those legal consequences to the 
consumer j 

b Do you think the Fair DejM Collection Practices Act should 
also Apply to creditors, re-tarlers, and other lenders who 
collect their own debts 7 \Vh\ or wh\ not 5 [Students ma\ 
agree w ith Congress that the creditor's need to maintain 
customer goodw ill and the possibilit\ ol future business w il f\ 
pre\ ent most creditors from abusing^r harassing consumers 

* However, students ma\ also argue that being a creditor's 
"customer" does not alwavs protect the consumer from 
being the \ ictim of unfair debt collection practices For t 
instance, a creditor may be more interested in collecting the 
money than in "maintaining goodw ill/' especially if a debtor 
is an infrequent customer And a creditor ma\ not be 
concerned about losing the business of a consumer who 
does not pa\ ] 

(Note The Federal Trade Commission found that one-half 
of the customer complaints regarding debt collection m- 
\ oh ed creditors collecting their own de^bts, not debt collec- 
tion agencies It has recommended that Congress amend the 
Fair Debt Collection Practices Act so $ er\one who collects 
debts -iives b\ the same rules So far Congress has not 
amended the Act ) 



y f )j ir 



Rig His 



•Objective- 'Student will kn< )w w hat step*- a consumer can 
legallv take when a debt col led or calls about a 
debt * * 

Materials Needed 

Case Study f 
Flow Chart- "What If a Debt Collector Calls 7 " 
' Iransparenn 4 -Debt Validation \ohce 

Directions 

1 I he Fair Debt Collection Practices Act helps pre\ ent abuses 
in, the debt collection industrv Assign the Case Stud}, which 
describes two debt collection situations and asks students 
about both' the consumer's and debt collector's nghts^and 
responsibilities When students ha\e completed the acti\it\, 
ce\ icw their answers, referring to the reading, "Your Fair 
Debt Collection Practices Rights" ,|See "Answer Ke\ j 

2 Give each student the flow, chart,/' What It a Debt Collector 



Calls 7 " Discuss the steps consumers and debt collectors must 
take in order to exercise their rights and complv with the Fair 
Debt Collection Practices Act Emphasize that a. consumer 
may request a det5TTol lector to cease communications even if 
the debt being collected is valid Theddebt collector or 
creditor may still take legal action against ^he consumer to 
obtain payment, but the phone calls, etc, must stop 

Whenever a debt collector communicates with a consumer 
about a debt, he she must send a validation notice within five 
days Show students Transparency 4 and point out the 
following items which must appear "in the notice 

(1) creditor's name, , 

(2) amount owed, 

(3) a statement that the debt will be assumed \ alid and correct 
if not disputed within 30 days, and 

(4) information on how to dispute the debt and the debt 
collector's responsibility if a dabt is disputed 



T cpc ^ i Economics of the Fair 
Debt Collection Practices Ac: 



Objective. Student can list economic incentives that (1) a 
creditor may haw. j for renegotiating payment 
terms with a debtor, and (2) a debt collector mav 
ha\e far treating consumers fairly and without 
abuse Student can identiK whether the creditor, 
debt collector, or consumer will bear certain costs 
^of the Fair Debt Collection Practices Act 

-Materials Needed. 
Transpa re ncy 5 — " Consu mep Clout" 
Reading 2— "It Doesn't Pa/' 
Student Exercise 2 ^ 

Directions; 

1 AsfliscussedVarlier in this section, the Fair Debt Collection 
Practices Act distinguishes between creditors who collect 
their uv\n debji and debt collectors vvho collect debts for 
others Creditors include banks, savings and loans, credit 
unions, finance companies, retailers, and professionals vvho* 
attempt to obtain pavment from their customers Debt cullec- 

; * tors, on the other hand collect debts for creditors— financial 
institutions, firms, professionals, etc Any creditor who uses a 
different name when collecting debts is also considered a 
debt collector Show Transparency 5, which illustrates the 
potential "bargaining power" ot a consumer wfuTis« being 
approached about a debl by the .creditor Discuss'the con- 
sumer's and creditor's situations using the questions listed on 
the transparency ^| See "Answer Kev "] 

2 Ask students if they think the situation shown in Trans/ • 

" parencv 5 would be anv diffej^at if the creditor hired a debt 
collector to^obta in pavment from the consumer Discuss 
students' reasons whv the situl^ion would be different Simi- 
JarHDifferences- The debt.colleclor mav ndt have had anv 
pa stealings with the consumer and may not be aware of hjs 
intention to repatf He she may not be concerned about 
'maintaining a good customer,relationship or public image' 
The consumer's future, business is not an issue Similarities . 
The creditor may instruct (he debt collector not to jeopardize 
the customer's goodwill or future busirtes p s Thus, the debt 
collector's future business with that ircditot may depend on 



not antagonizing the consumer— i e, treating him tairlv and 
without abuse The debt collector mav also initiate legal 
action on behaJf of the creditor to reduce losses and or to 
collect the debt") 

^ Assign Reading 2, which is based on testimony from a 
professional debt collector and which describes whv the use 
of abusive or unfair debt collection practices usually doesn't 
"pa> " Discuss the effectiveness of various debt collection 
methods using the following questions: 

o- 

a Who do you think would be more hkelv to collect monev — 
a debt collector, who was pohte*and persistent or one who 
threatened, frightened, or otherwise treated consumers 
unfairly 7 [There is no "nght" answer to this question Mr 
Kelly's testimony suggests that harassing or frightening * 
consumers who do not pa\ their bijls doesn't work. 
However, people react differently to different tactics Some 

. consumers may respond to threats, harassment, etc, and , 
payja debt sooner or pav a debt ihey would otherwise not 
have paid ] 

b If politeness and persistence do not work, what can a debt 
collector do other than resorting to the use of unfair or 
abusive collection tactics 7 (A debt collector mav use legal 
jneans to trv to obtain payment or reduce the creditor's 
losses The creditor mav repossess goods or obtain a * 
judgment against the consumer The debt collector may 
then tell the consumer that certain legal action will be 
taken if he she does not pay ] 

As with the consumer credit protection laws discussed in 
Sections 2 and 3, there are "regulator) costs" ot the Fair Debt 
Collection Practices Act To complv with the law, all debt 
collectors must validate debt^and inform consumers of their 
ngrTB* If a consumer disputes a debt, the debt collector must 
provide written verification of the debt A debt collector mav 
also mcur legal costs or penalties if he she fails/jfb 'comply 
with the provisions of the law-Some or all of these additional 
costs may be shifted to creditors in the torm of higher rates 
charged for debt collection services, slower collection of 
xtebts, or less monev b^ing collected Consumers, too, incur 
cos^ (time, postage, legal advict\ etc ) as the) exercise their 
ngnts under the Act If. because of higher collection costs or 
more uncollected debts, it oosts creditors more to do busi- 
ness, they may raise prices, increase the cost of credit (within 
legal limits), or supply less credit to consumers. Assign 
Student Exercise 2, in which students identiK who would 
bear possible* "costs" of the Fair Debt Collection Practices Act 
[See "Answer Kev"] 

(Note Students have learned how the Act protects them 
against abusive j or unfair defy collection methods when thev 
are not a "customer" of the person collecting the debt This ' 
topic shows students how this protection is notnecessanlv 
"free " Consumers may incur costs as thev exercise tfieir \ 
rights Some or all oi the legal costs^y penalties and regu- j 
Maturv costs incurred bv ck4jt collectors and credftors mav be 
shitted to consumers in the form of,hi)jMr prues, more 
expensiv e credit, or less' available credit F 
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Answer Key 



1 /j.'v Having a stead v income 
and*goe>d credit habits will usu- 
alK prevent bill-paving prob- 
lems However an v one ma\ 
lose a job become unable to 
work, or incur unexpected ex- 
penses that make it difficult or 
impossible to meet financial ob- 
ligations 

2 Most delinquencies a*re 
caused bv a loss of income or 
the inabilitv to work due to ill- 
ness or accident According to 
social scientists tew delinquen- 
cies are caused b\ consumers 
who never intend to repav 

3 l r 't> Most creditors trv to mini- 
mize their lovses and maintain 
gt«>d relationships with their 
customers l! a creditor is noti- 
fied (it a consumer's temp<>rar\ 
bill-paving problem he she 
m»v» be willing to accept smaller 
pavments or allow the consumer 
'it postpone *»ne «»r more pa*»- 
ments 

- * 

4 ? < n. Creditors handle the re- 
porting ot delinquent Accounts 
different I v One creditor mav 
automatical! 1 * report missed 
pavments to the credit bureau 
while another mav allow an ac- 
count to go ^{j ,)r W da>s or 

* longer before reporting st 
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A debt collector cannot 



^ call a consumer at work about a 
debt H h>r after) he she knows 
the emplover prohibits such 
communication 

■> fu's* The Fair Debt Collection 
Practices Act prohibits certain 
debt collection activities, how- 
ever onlv debt collectors (per- 
sons or firms who are in the 
business of collecting debts for 
others) are covered bv the Act 
Creditors xoHecting their own 
debts are^not cov ered Creditors 
w ho use a different name w hen„ 
collecting debts trom their cus- 
tomers are also covered bv the 
Act, however and must follow 
the same rules a^ other debt 
c< >llect< >rs 

t <.w In attempting to collect a 
debt a deb\ collector mav threat- 
en legal action onk it he she or 
the creditor would normaik 
take such action 
' FuW A consumer mavi write 
and request that a debt collec-t 
tor stop calling about a deot 
'Communications about the 
,debt then must cease except to 
notifv the consumer of am 
action that the debt collector 
or the creditor will take 
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spending umld probablv be reduced on the items and categories listed 
below 

Housing » electric itv heating t* lephon* and waten 
F««>d i nonessential items; 

Car *ga> oil repairs tire*s etc,, it nonessential driving is reduced) 
Clothing (nonessential items) # 
Personal (nonessential items) 

Fntertainroen? (Soriyespendmg probablv eould be reduiYd in each j 
area listed ) 



1 I .i A debu ollector e an not use a post u~ird to comr^Cnuate vMth 
a umsumeri 

2 As l/mg as the creditor dot*s not go bv a different name & 
* when collecting' debts he she.v? not covered b\ the Fair Debt 

Collection Practices Act * 
1 i 1 1>!> A bank colleeting its ov\n debts t> not covered bv the Act 

4 / 'i KM h A debt collector uinnot call at an unusual or inconvenient 
time*lbelt»re Snn am or after ^ Oil pm) ' ' 

5 W*{ih ABC Stores is covered p\ *he Ad because it goes bv ABC 
Collections Inc when collecting debts ff> 00 am is generallv 
considered an unusual time ) 

6 I * $it A department store tollecting its own debts js not, covered 
• bv the Act ♦ * 

7 / t yu' A iredit union collecting its own debts js not covered bv the 
Act 

'i /<7e\'d/ A ciebt collector winnot call*a consumer at vsork it sue Irt 



contact is prohibited b\ the emplover 
^ l/'^i. Because a debt collector legallv cannut throw a consumer 

in jail/' he she cannot threatervto do so 
lo / 1 lid' The creditor mav repossess the'rurniture so it can be stated 
as a possible consequeneV^*n©rtpavment 



Case 1 0 

1 Within hve davs the debt collector must send Ms Johnson a 
written notice stating the amount ot the debt the name ot the 
creditor, and that the debt \\\\\ be assumed valid it not disputed 
within 30 davs 

2 It Ms Johnson disputes the debt, she must write the debt collector 
within 30 davs requesting verification of the debt 

3 Ms Johnson mav notirv the Federal Trade Commission which 
supervises the debt collector or take legal action against the debt 
collector 

Case 2 

1 "res Under the Fair Debt Collection Practices Act lohn mav request 
in vsntmg that the debt collectoj cease all further commu meat ions 
about the debt * 

2 False A creditor or debt collector mav still take legal action to 
obtain pav ment or reduce losses fwage garnishment, repossession, 
e,*tc ) \ debt collector mav ajso" contact the consumer to sav he she 
i li -Aill be taking no further action (2} will be, taking specific legal 
action or 13) mav take* certain legal actior \\ in tad the debt 
collector ordinanlv doe^ <o m such ms'ancvs 



1 Given the borrower's present record and his intention to repav the 
creditor probablv will "negotiate" II {he creditor is a large firm the 
past due* acccmnt mar be' reported automatical to the credit 
bureau each month, even it no further action is taken 

2 Tne consumer mav or ma* not pav But he might tell other people 

about the creditor's actions possible affc^Tting the credite tfs public 

image (and future business? He aKo > ^mght decide not ty do 

.business v\ith the creditor anvmore 
^* • * 

^tTTe creditor can alv^avs take legal action m an aUempt to obtain 

^pavme,nt or receive the goods 'purchased on credit The television 

set mav be repossessed or the creditor mav obtain a judgment 

against the consume'r If necesscirv wages could fv garnished or a 

bank account could be restricted 



; Creditor * 
2 Consumer 
1 Consyme-r 

4 C onsume'j" 

5 Oebt eolli et^r { Fh* j debt coiledor U^s business The treciitor ttH> 
mav stilj be* incurring high collection ci)stv ,i s a result ot the Ac! i 

* C onsume r 

7 [)e bt etillecti»r , 
s Consumer lihe creditor has shift* d the hi^hri^tMs of debt 
lolitviion to consumers f iov\ever the creditor mav^^B mc tiru »s|s 
if rediUmg the availabilitv t>f credit alM? uiuV bi^ine^sW« J i% re-ase- 1 
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•Sec 4— The Fair Debt Collection Practices Act 



\ 

Pretext 



Directions: Circle T if the statement is true; circle "F" if the statement is false. $ 

/ 

! 

T F 1., A steady income and living within one's means will prevent a consumer from 
hav^g any bill-paying problems. 

T F 2. Most consumers who fail to pay their credit bills n^ver intend to repay. 



T F 3.. The oreditor is the firsf person a consumer should notify when he/she canrfbt 
pay a bill or make an installment loan payment. 



T F 4. Whenever a consumer pays a bill late, the creditorfeports this information to 
the credit bureau. 

i 



T F 1 5. If a debt collector cannot reach a ponsumer at home, he/she may always call 
the consumer at work about a ebt. 



T F 6. Both creditors who collect their own debts and debt collectors must follow 
the same rules when inquiring about a consumer's debt. 



T F. 7. A debt collector can always threaten iegaLaction in an attempt to obtain 
payment. 

" * . * - \ 

T F * 8. A consumer who owes a debt, can do nothmg'to stop a debt collector from 
calling about the debt. * * * 



'See 4— The Fair Debt Collection Practices Act 
Topical Transparency 1 



Why Consumers Don't Pay 



Primary or Contributing 
,Cause of Default 
Reason for Def au It (% of Cases) 



Loss of income x 48% 

-Unemployment," ~ 24% 

Illness < .16% 

« Other s . ' • • 8% 

Overextension » 25%: 

•Defective goods or ' 
services or other J 
■ perceived consumer 

fraud 20% 
Fraudulent usedf credit . 4% 



i Other . - 3o/ 0 
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Sec 4--The Fair Debt Collection Practices Act 
Topic 1 Transparency 2 



If You Can't Pay . . . 



• Notify creditor before a bill or loan payment is due. 

•State why you can't pay, your intent to pay, and 
when you will pay. * 

• If possible, continue to make smaller but regular 
payments. % 



Eliminate all further credit purchases. 



Cut living expenses to a minimum. 

• Reduce spending for clothing, reqreation, enter- 
tainment, or other nonessential items. 

•Reduce energy consumption. 

- • Postpone major purchases. 



Obtain help from a consumer credit counseling 
service in preparing a realistic budget and repayment 
plan.^ - * ' . 

) • /'.■■ 
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Sec 4— The FatrDebt Collection Practices Act 
Topic 1 



Budget Worksheet 



\ 




Reprinted with permission of Minnesota Financial Counseling S»rvrce Inc, 
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Sec 4— The Fair Debt Collection Practices Act 
Topic 2 



Role Play Cards 



Consumer t t 

The January statement has arrived in the marl 
from the department store where you did most of 
your holiday shopping. Because your bills this 
month are higher than usual, you are unable to 
pay the "rfiinimum amount" now due.VouVe paid 
your bills on time in the past. 



Creditor 1 

You "handle the collections of debts owed by 
credit cardholders of a large department store, 
predit customers are responsible for a majority 
of thestore's December business.Generallyyou 
will-work with customers who have temporary 
^bill-paying problems. 



Consumer 2 

You purchased a television console from a small 
electronics retail store, putting one-third down 
on the S900 purchase price. The remainder will 
be paid in six S1 00 payments plus interest. How- 
ever, you became ill and are now hospitalized. 
m Reduced earnings and unexpected medicalbills 
"have made it impossible for you to make the 
required payment on the television set. You've 
already missed three payments. 



of 



's Elec- 



Creditor 2 

You are 

{your name) (your name) 

tronics Store. You lend money to creditworthy 
individuals to purchase electronic equipment. If 
one of your customers gets behind in making 
payments, you try to help by renegotiating pay- 
ment terms. If it appears the problem is not 
temporary, you will repossess or|lncourage the 
debtor to volyntarily surrender m£ goods. 



Consumer 3 * 

Last winter you went on vacation in Hawaii. You 
"charged" most of your travel expenses through 
a local travel q$ency. If you paid within 90 days, 
you would incur no finaocfe -charges. The travel 
agency sent you itsfirst bill after 90 days, but'you . 
could not pay. A second, bill— including a fi- 
nance charge— was sent a month later an.d indi- 
cated your account was "past dup^Yog p( a ^ to 
pay the travel agency* next morilh. 



Creditor 3 

You own 



Debt Collector 3 

You are hired by _ 



to "collect". 



(Creditor 3's name) 

_ f s detit. 



'sTravel Agency 



Because 



(Consumer 3's name) „ 

Consumer 3 is rjot your customertyour primary 
objective is to obtain payment, not the consum- 
er's future business. You use eiffery me^ns you' 

* caathink of, including harassing and threatening 

^the consumer, to collec^the debt. 



erJc v 



— „ . 's Travel Agency and help 

(your name) 

many local residents plan agd finance vacations 
during the year. You know it's- difficult for some 
-people to pay cash for their vacations, so you 
allow customers to "charge" travel expenses. If 
they pay within 90 days, there is no finance • 
charge. Generally, no action is taken if a con- 
sumerfails to respond to your first bill. However, if 
no payment is made after you send a second bill, 
you turn the account over to g debt collector. You 
tell the, debt collector to collect as much money 
as he/she Ganto reduce your loss. 
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' §ec 4— The Fair Debt Collection Practices Act — ^ 
c Topic 2 m 

* * * J* ■ \ 



Role Play Observation Sheet 



-J 



Role Play No. 



Briefly describe situatipprr^ 



What did the consumer do to splve his/her bill-paying problem? 




Was the creditor able or willing to hejp the consumer? If so, how did the creditor help 
the consumer solve his/her bill-pgying problem? 




What f incentives did the creditor have to negotiate with the consumer? 
What incentives did>the consumer have to pay? * 
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Sec 4— The Fair Debt CdNection Practices Ac* 
Topic 2 



Role Play Follow-^p Sheet 



Role Play 1 



Role Play 3 



Consumer 1 

Notify the department store as soon as you 
• realize you cannot repay as agreed (before you 
receive the bill, if possible). Indicate to the credi- 
tor the reason for your bill-paying problem, your 
intention to repay, and when the creditor can 
expect repayment Do not make additional credit 
purchases there or elsewhere until your pay- 
ments are up to date. 

Creditor 1 # \ 

If the consumer notifies you of a bill-paymg prob- 
lem, you ma^A/ant to consider renegotiating 
payment terms. If the problem seems to be 
temporary and if the customer has paid previous 
bills on time, eventual payment is likely. By ac- 
cepting a smaller or later payment you will be 
helping your customer and at the same time 
maintaining his/her goodwill. Since the borrower 
is paying you interest on the credit, you r loss will * 
probably be minimal as long as you are paid. 



Role Play 2 
Consumer 2 

If you think you cannot repay the creditor within 
six months, you may want to see if you can 
postpone payments until you are well. If you are 
ntit allowed to do this.you may want tosu^^n*^ 
the television console voluntarily in order to 
meet your obligation to the creditor. 

Creditor 2 " ' J 

Toavoid losing the sale, you may want to consider 
accepting smaller payments or postponing pay- 
ments until the debtor is well. If you cannot do 
this because of the uncertainty of when he/she 
will be able to retu rn to wor k and resume making 
payments, you can either ask forthe voluntary 
surrender of the television console or repossess 
it. You may then resell the television as used 
merchandise and offset most of your costs. 



Consumer3 

You probably should not have taken the vaca- 
tion if you couldn't afford to pay the travel agency 
as agreed. At this tin\e, you should notify the 
travel agency of your bill-paying problem and 
your intent to repay. See if the creditor will rene- 
gotiate the payment terms so you can pay later 
or makepayments over a certain period of time. If 
the travel agency will not renegotiate, you must 
reduce your living expenses or prepare a debt 
repayment schedule which you can fbljow. 

Creditor3 

If the debtor has not'notified you of his/her bill- 
paying problem and you do not know whether 
he/she intends to repay or when payment will be 
made, you may have to start debt collection 
activity. In your case this means tdrning the 
account over to a debt collector. Since you can- 
not recover any goods, you may want to rene- 
gotiate payment terms if the debtor appears 
wilHng and able to repay. Or, ypu may want to tell 
' the debt cqllector to try to collect as much money* 
as possible to reduce your loss. 

Debt Collector 3* 

You may be violating the Fair Debt Collection 
Practices Act and be subject to legal penalties if 
you harass, abuse, or otherwise treat a con- 
sumer unfairly, e.g., call repeatedly at unusyaU 
times or places, or make unfounded threats. You 
may threaten the debtor only with consequences 
that you or the creditor usuaNy take, and intend 
to take in this situation, if payment is not received. 
If having a good public image is important to the 
creditor, you may lose th'ecreditorasacustomer 
if you treat the consumer unfairly or with abuse. 



* 
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•Sea 4— The Fair Debt Collection Practices. Act 0 
Topic 3, Reading 1 



Your Fair Debt Collection Practices Rights 



The Fair Debt Collection Practices Act protects consumers 
from debt collectors who engage in abusive, deceptive, or 
unfair practices. 



'.ABC • 

Debt-. 
Collectors, 



''{5 



OPEN 



w 1 



The Act only applies to third-party debt collectors. A person 
must abide by the law if he/she is in the business of collecting 
debts owed to a creditor. Creditors who collect their own debts 
are not covered by the Act.* . • 



Creditors who use a different name to give the rmpressionjhat the account has been turned 
over to a debt collector must comply with the Fair Debt Collection Practices .A?t. 



Sec 4— The Fair Debt Collection Practices Act 
Topic 3, Reading 1 



0E8T 
VALIDATION 
.NOTICE 

$495.00 



If you are contacted by a debt collector, the debt collector 
must send a written notice informing you of: 

•the amount of the debt, 

4 

• the name of the creditor, and 

/ ' 

• your right to dispute the debt and an explanation of what will 
happen if you do. 



ALL QOOOS, IHC; 




If you dispute the debt; the debt collector must provide you 
with written evidence of the debt before he/she can try to 
collect it. 
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'Sec 4— The Fair Debt Collection Practices Act £ * 
Topic 3, Reading 1 / W' 
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A debt collector who is trying to find a debtor cannot: 

• teil another person that he/she is a debt collector unless asked. 

• use a post card or indicate on the envelope thatme/she is 
engaged in debt collection. ' • 

• contact a person other than the debtor more than once to learn 
the debtor's location. 

* 




A debt collector cannot: 



r 



contact you at an unusual time (generally between 9 p.m. and 
8 am.). 



• make continuous or anonymous phone calls with the intent to 
harass you. \ 

9 * 

• contact you at your place of work if the employed forbids 
communication during working hours. 

• use profanity or other abusive language. 

/ ... 

• threaten to use violence or other criminal means to harm your 
person, reputation, or property. 
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Sec 4— The Fair Debt Collection Practices Act 
Topic 3, Reading 1 



4 




-impersonate a police officer or g6vemment official. 

• misrepresent the legal status of a debt. 

•threaten imprisonment or other action which legally the debt 
collector or creditor could not take. 

• make other false and misleading statements. 




You can write to the debt collector saying you refuse to pay 
or that you want him/her to cease communications. The debt 
collector must stop contacting you except to advise you of 
any legal action he/she or the creditor intends to take. 

t t 

If a debt collector violates the law, you may: 

• notify the Federal Trade Commission, which supervises the debt 
collector. . 

• sue for actual damages and punitive damages up to $1,000 
(including attorney's fees and costs),* 

*Up to $1 ,000 in an individual action, or the lesser of $500,000 or 1 % of the creditor's net worth 
- in a class Action. 
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feec 4— Trie Fair Debt Collection Practices Act 1 

Topic 3 * * ► 

- - - . i 

. Student Excercise 3 

Directions:* Qe'cide whether the debt collection activities described below are 
legal or illegal, or whether the legality 'cannot be determined on the 
basis of the information given. Circle your ans\X/ers. 

- • ' ■ 

1. A debt collecfor'uses a post card to notify a consumer about a debt. 

legal x illegptl e cannot be determined f ^ 

2 A creditor telephones a customer £t work.and tells the person who answers the phone the name of 
his company. v f 

v legal* illegal cannot be determined ' V , 

8 An employee of Nortbland'Bank calls one of thebank's customers at 1 1 .00 p.m. about late payments, 
legal illegal' cannot be determined 

4. A debt collection agency telephones a consumer about a debt at;1 1 :00 p.m. 
legal illegal ' c5nnotbedetermined ^ * w 

5 ABC Stores, using the name ABC Collections, Inc., telephones a delinquent customer at 6.00 a.m." * ' 
*' legal ' illegal * cannot Redetermined ' ^ 

6. A department store's collection division calls a customer repeatedly during a J 2-hour period, 
legal "illegal cannot bQdetermined , 

4 y \ 

* k ' * 

y , '\ * . ' > \ 

A credit union calls a member at his ptace of employment about a late payment. * 
legal illegal ' cannot bedeterminetJ K tm « 

8 A debt collection agency telephones a consumer at work even though that persons employer does 
r not allow personal calls. . A 

* ' * * 

legal ■ 'illegal cannot be determined , ' * * 

* : * 

9. A person who collects delfts for others thregtfens to "throw a€onsumer in jail" vyfco refuses to pay. 
legal \ jllegal _ cannot bedetermined . * 

1 0. A debt collector hired t)y a furniture store tells a .consumer that furniture purchased on credit will be 
repossessed if payment fs not received; . 

, . legal illegal cannot bedeterminfcd * s 

mc * ' . < . ''■•'90-; •" •; , . : 
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Sec. 4— The Fair Debt Collection Practices Act 
T5pic 3, Transparency 2 



\ 



Freedom to Do Business 
^Freedom from Abuse 



Debt Collector's 
Right to Collect S$ 
V^lid Debt 




Consumer's Right 
Not to'Be Harassed 
or Abused 



Under the Fair Debt Collection Practices Act . . . 

. j 

• A consumer cannot be contacted at art inconvenient time 
■ or place.* -•,•«..- « ' * 

• A consumer's physical well-being, reputation, or property, 
cannot be threatened. \ 

, ■ \ 

• A debt or the consequences of not paying carfnot be 
falsely represented. \ ' 

• /|debt is considered valid if ajconsumer does-not dispgte 
it within 30 days after receiving validation of the. debt; 

• A disputed debt must be verified before a consumer-may 
be contacted again by the debt collector. • 
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Sec 4— The Fair Deb/coiiection Practices Act 
Topic 4 Jff ' 



Case Study 




Casel 

Karen Johnson receives a phone call at 8.00 
p.m, from ^person who identifies himself as k 
debt collector for ABC Collections, Inc. I've; \ 
had a difficult timetocating youjvls. Johnson, 
he says. Yrpr calling you aboflt the money you 
owe Fineline Furniture'Company. You must 
pay, or we will be fcrced to take strong actiotj 
against you. M % 1 . 

Kar§n objects, stating she has never purchased 
anything from Fineline Furniture^The caller re- 
sponds, 'That's what they all say." 

1. What is the debt collector required by law 
to do at this point? 



2. What action must Ms. Johnson take tb pro- 
tect her righthander the Fair Debt ColJec- 
" tion Practices Act? 




3. What cap Ms." Johnson do if ABC Collec 1 
\ ftions; Inc., contjn'ugs to. call her about the 
^ debt before if is verified? 



John'Kilpatrick has been out of work now for 
several months. His savings depleted, he can 
no longer make payments on his automobile 
(k>an. Since his account was turned over to a 
oebt collection agency, it isn't uncommon for 
John fo receive calls from the,agency^o or 
three times a day. John must answer his phone, 
since it may l?e a call aboutajpb he applied for 
recently. Jbhta does owe tre money, but he is 
unable to pay right now,an€ wishes the phone* 
calls would st ^p. „ 



1. Can John do anytffpg about the annoying 

* phone calls from the collection agency? 

* f • . - 



) 



( 



2. TrUe or False? If a consumer requests com- 
munications to cease, a debt collectpr can 
take np'furtheraction to try to obtain pay- 
# ment. Explain. 



'Sec. 4— The Fair Debt Collection Practices Act 
Topic 4 Flowchart 



/ 



What If a Debt Collector Calls? 



■ You receive a phone call from a debt collector . . . 



1 



Within five days, the debt collector must send you a writ- 
, ten notice stating the amount owed, the creditor's name, 
1 and your right to dispute the debt* 



I 



You disfjut^the debt. 



i 



You do not dispute the debt. 



Within 30 days,you write to the debt cojlector and request .' 
verification of the debt. 



i 



The debt collector does 
not verif^'lhe debt. 



You can iftsist that com- 
munications about the 
debt*cease. 



You receive verification, 
of the debt or a copy of 
the judgment against 
you. 



i 



Communications about the d^bt may continue. 



i 



You notify the debt 
collector in writing that 



You pay the debt beintj • 
collected, or renegotiate 



you refuse to pay and/or payment terms with the 
want communications e creditor. w , • 
to cease. 



Debt collector must 
cease communications 
wittvyou except to tell . 
v . r you what action if any 
he/she or the creditor 
will take. 



*See Topic ^Transparency 4, this section. 
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Sec 4— The Fair Debt Collection Practices Act . 
Topic 4, Transparency 4 



Debt Validation Notice *\ 



Creditor: Fineline Furniture Company 
Amount: $1,599.98 



Unless you notify us within 36 days after receiving this ' 
notice that you dispute the validity of the debt or any 
portion thereof, we will assume the debt is valid 

If you request verification in writing within 30 days, we 
will: • 

* 

. Obtain verification of the defc>t, or obtain a copy of the 
* judgment, and mail you a copy. • 

Provide you with the name arid address of the original 
creditor, if different from the current creditor.' 



V. 

ABC Collections, Ipc. 



\ 
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Sec 4— The Fair Debt Collection Practices Act 
Topic 5, Transparency 5 

- / . 



Consumer Clout 



/ . 



r 




IVe always paid my bills on 
time . . . 

- I'm sure I'll find another Job . 



If you don't help me, I'm going to 
warn all my friends about l^ou . . . 



I won't buy another thing 
from you 



from 




He's a good customer and has 
paid on time before , . . 

/We want to help . . . and mini- 
mize our losses. 4 

* * * 

T 

He told us about the problem 
. . .he intends to repay. 



We could always repossess the 
merchandise : . . 



ERIC 



1. What do you thinkthe creditor might do in this situa^ 
tionj?- 

- * 

•2, What might be the consequences to the creditor of 
hot "negotiating" with the consumer? 

' 3. If three mdiiths later the consumer still hasn't pai.d, 
. what action(s) might the creditor take to obtain pay- 
ment or reduce losses? • . 
* * *■ * 
\ ■ 105 5 
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Sec 4— The Fair Debt CoHection Practice's Act 
Jopic 5, Reading 2 



MR KELLY: 



I 



SENATOR RiEGLE: 



'MR. KELLY: 



It boesn't Pay 



,Most everybody I deal with wants to pay their 
bills. TheyVe just got themselves in a bind, 
whether I'm working with a business or a con- 
sumer. I do work for many major banks when 
they have problem loans. Most of these people 
want to do everything they can to get out of 
debt, When you talk about the brooks, you're 
talking about just a very, very small minority. 
Successful collection is a matter of being able 
to help people work their way out of debt in 
some way. It's not a matter of going'in and 
yelling at people when they're broke. That 
doesn't do you a bit of good. If they're down 
and out, what are you going to accomplish by 
yelling at them or by calling their employer or 
filing their wife? What you want to do is get 
the guy back working and have him regain his 
feeling of self worth. You've just got to be sure 
you've got a little rope tied around his legs so 
when he starts making money again you can 

say, "Hey, remember me? I* helped you out." 

S 

If a guy's business is going bad and going 
down the drain, the bank is going to Ipse a ton 
if he goes under The thing to do is help him 
build himself back up, get him going again, get 
management jn there and get somebody, to 
help him. Don't beat him over the head. That's 
not going to do anybody any good and this 
happens all the time. 

* 

You have been in this, business quite a long 
time. And your testimony is that these high 
pressure tactics— the intimidation, the phone 
calls in the middle-of the night, the phony legal 
documents— that those tactics are just not nec- 
essary and, in your judgment, are not even 
sound from a business point of view because 
there are better ways to get the job done? 

Well, they're stupid. It's stupid to go after some- 
body in an animal-like fashion to, collect a bill. 
Why not go in and make friends with him and 
sell him on the idea ofpaying?That way you'r6 
going to end up'dn tf^top of the pile, under- 
neath the mortgage and the car payment, in- 
stead of^hrown over in the wastebasket be- 
cause he'hates'you because yqu have been 
calling his wife and kids and things like that. 




ERLC 



*U S Congress, Senate. Subcommittee ontonsumer Affairs of the 
Committee on Banking, Housing, and Urban Affairs, Fair Debt Co//ec 
tion Practices ftck Hearings on $. 656, 3 918,$ 1 130, and H.R 
5294, 95th Cofig >st sess, 13 May 1977, pp 198-99 
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, * 4— The Fair Debt Collection Practices Act 
* / Topic 5. 



Student Exercise 2 

/. 

\ 

* / 

Directions: Decide whether the consumer, debt collector, or creditor bears the costs described 
below of the Fair Debt Collection Practices Act. Circle your answers. 1 

** * • 

1. A debt collector raises his collection fees when it takes longer to collect debts. 

> 

consumer debt collector creditor 

2. A creditor decides to impose stricter standards for granting credtt in response to 
the higher costs of x debt collection. t ' v v 

consumer ' debt collector creditor 

3. A creditor raises the interest rate charged on neyv loans to cover the higher price 
of debt collection. 

f . 
consumer debt collector . Creditor- m ' 

* 

4. A consumer pays for legal advice to find out whether or not action threatened by * 
a debt collector- can>legally be taken. . 

..Gonsffra^f debt collector creditor 

5. Due to the increased costs of using debt collection services, a creditor decides to 
collect her own debts. • 

consumer debt collector creditor 

4> ) 

6. A consumer spends 30 minutes writing a letter to a debt collector requesting 
communications to cease regarding an unpaid bill. 

. consumer » debt collector creditor 

» 

^ 7. A debt collector sends a debt validation notice to a consumer who has been 
notified about the debt v 

consumer debt collector ' creditor 



8. Because the costs of debt collection have increased, a creditor provides less 
credit to fiis customers. 

, AUd 1 3 1982 * 

consumer debt collector * creditor r D ip ni . . 
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